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Stock Values and Taxation 


The majority report of the 

U.K. Royal Commission on the 

Taxation of Profits and Income 
expressed the view that “what costs 
are properly chargeable against the 
gross income must depend upon ac- 
cepted business and accounting prin- 
ciples.” On this view, the report con- 
tinued, it could not be claimed that any 
particular method of determining the 
“cost” of unsold trading stock was to 
be preferred to any other method. The 
report cited with approval a 1952 de- 
cision of the Canadian Court of 
Exchequer, subsequently affirmed by 
the Supreme Court of Canada, which 
held that a company was entitled to use 
the LIFO method of computing the 
value of trading stock on hand, for the 
purpose of determining its liability 
to Canadian excess profits. tax. 
(Anaconda American Brass Ltd. v. 
Minister of National Revenue, [1952] 
Ex.C.R. 297.) 

The Canadian Minister of National 
Revenue appealed to the Privy Coun- 
cil against this decision, and on 14 
December last the Judicial Committee 
of the Privy Council reversed the de- 
cision of the Canadian Courts, hold- 
ing that the use of LIFO involved mak- 
ing an assumption about the order of 
receipt and withdrawal of stocks, and 
that any such assumption was unjus- 
tified unless it was impossible to ascer- 
tain the true facts. 

It is to be noted that the Canadian 
legislation, like the Australian, pro- 


1. The Times, 15 Dec., 1955; The Accountant, 
24 Dec., 1955. 
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vides no definition of “‘cost’”’ in relation 
to trading stocks. The Anaconda 
decision therefore appears to give 
judicial authority for what is already 
understood to be the view of the tax 
administration in Australia: that 
LIFO is not an acceptable method of 
stock valuation for income tax pur- 
poses. 


United States taxpayers have been 
permitted to use LIFO for many years 
but it may be noted, by way of con- 
solation, that they have not found this 
permission to be altogether an un- 
mixed blessing. The use of LIFO 
enables stocks to be charged against 
income at current prices, but it does 
not provide a new concept of profit. 
Price gains (or losses) on inventories 
are not eliminated, they are merely 
pushed into a future accounting period; 
and when (as must occur sooner or 
later) year-end inventories are de- 
pleted, “reported net income for the 
period or periods of depletion receives 
the full impact of all previously un- 
recognised price gains or losses . . .’? 


Thus, while LIFO can undoubtedly 
benefit the taxpayer in times of rising 
prices, it also carries the threat of 
sharp variations in taxable income be- 
cause of the effect (for example) of 
economic restrictions affecting the 
holding of stocks—a consideration that 
would be of the greatest importance 
in Australia. 





2. American Accounting Association, Com- 
mittee on Concepts and Standards, Sup- 
plementary Statement No. 6: The Account- 
ing Review, April, 1954, p.192. 
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of current events 








The New Year honours list 

contained the names of four 

members of the Society. Coun- 

cillor Sir Frank _ Selleck, 
F.A.S.A., Lord Mayor of Melbourne, 
was created a Knight Bachelor. Mr. 
R. J. Mair, A.A.S.A., Second Commis- 
sioner of Taxation, Canberra, was 
made an Officer of the Order of the 
British Empire. Mr. F. A. Robertson, 
A.A.S.A., was also created an Officer of 
the Order of the British Empire, in 
recognition of his municipal and social 
welfare services in Camperdown, Vic- 
toria. Mr. H. E. Bishop, F.A.S.A., 
who has just retired from the office of 
Director, Income Tax Section, Can- 
berra, was made a Member of the 
Order of the British Empire. Mr. 
Bishop has been a member of the 
Society’s Canberra Branch Council 
since the formation of the Branch, and 
was its first Chairman. 


Long service leave 


Section 7(1) of the Victorian Fac- 
tories and Shops (Long Service Leave) 
Act 1953* provided that every worker 
should be entitled to long service leave 
in respect of continuous employment. 
Section 109 of the Commonwealth Con- 
stitution provides that “when a law of 
a State is inconsistent with a law of 
the Commonwealth the latter shall 
prevail, and the former shall, to the 
extent of the inconsistency, be in- 
valid.” In Collins v. Charles Mar- 
shall Pty. Ltd., 29 A.L.J. 359, the em- 
ployment in question was regulated by 
an award made in pursuance of the 
Conciliation and Arbitration Act 1903- 
1952 (a Commonwealth Act), and it 
was contended that the abovemen- 
tioned Victorian Act was incompatible 
with the Federal award and was there- 





* This Act has been repealed, but its pro- 
visions have been re-enacted in the Labour 
and Industry Act 1953 (Part VIII, Division 4). 
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fore invalid under s.109 of the Con- 
stitution. The particular Federal 
award in question—the Metal Trades 
Award—made no attempt to deal with 
the question of long service leave, and 
the High Court held that there was no 
inconsistency between it and the Vic- 
torian Act. 


Both New South Wales (Long Ser- 
vice Leave Act 1955) and Queensland 
(Industrial Conciliation and Arbitra- 
tion Acts Amendment Act 1955) have 
now passed legislation similar to that 
of Victoria, the effect of which is to 
extend long service leave benefits to 
all “workers”, regardless of whether 
their employment is covered by a 
Federal or State award, or no award 
at all. 

It should be noted that Collins’ Case 
does not decide that no conflict is pos- 
sible between a Federal award and 
State long service leave legislation. 
The question of the validity of the State 
legislation may be raised in future in 
relation to a Federal award that does 
contain long service leave provisions. 
The Australian Law Journal reports, 
too, that it is understood a petition for 
leave to appeal against the decision in 
Collins’ Case may be presented to the 
Privy Council. 

In the meantime, however, it appears 
that long service leave entitlements are 
accruing for all workers covered by the 
legislation in the three States con 
cerned. 


Auditors and third parties 

A recent decision of the U.S. Courts 
deals with the adequacy of a qualify- 
ing clause in an audit report, and the 
rights of a third party against an audi- 
tor. 

Defendants in the action were the § 
partners in a firm of certified public 
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accountants, who had been auditors of 
Manufacturers Trading Corporation 
until that company became bankrupt. 
The failure of Manufacturers had re- 
sulted from its inability to collect its 
book debts; it had lent money unwisely 
and upon inadequate security, and its 
book debts failed to realise the amounts 
at which they were shown in balance 
sheets audited by the defendants. The 
plaintiff, C.I.T. Financial Corporation, 
had made advances totalling almost 
$1.5 million to Manufacturers and of 
course lost heavily when the latter 
company became bankrupt. C.I.T. 
claimed that it had relied on the audi- 
tors’ reports in making these advances 
and in refraining from calling them in. 


In each of the relevant years, the 
auditors had reported on the book 
debts of Manufacturers to the follow- 
ing effect: 

While it was not within our province to 
ass upon or assume responsibility for the 

or equitable title to the commercial re- 
ceivables purchased by the companies or the 
valuation of any security thereto accepted 
and held by them, it was apparant from their 
books and records and by opinion of Counsel 
that their contractual and assignment forms 
are adequate for their legal protection in con- 
nection with the collection and liquidation of 
commercial receivables purchased. 


The action was tried in 1954 before 
a jury, which found that although the 
auditors were not entirely without re- 
sponsibility to plaintiff, they had not 
made false or misleading representa- 
tions in their audit reports; conse- 
quently, C.I.T. Financial Corporation 
could not recover from them. This de- 
cision has now been affirmed in the 
United States Court of Appeals. (C.I.T. 
Financial Corporation v. P. W. R. 
Glover et al., Journal of Accountancy, 
Oct., 1955, p.31.) 


Division 7 and inflation 

Mr. W. F. Weigall, Melbourne solici- 
tor, in a letter to The Age (5 January) 
has advanced the view that the present 
scheme of taxing the undistributed 
profits of private companies is infla- 
tionary in its effect. Mr. Weigall 
Points out that the existing Division 
7 tax of 10s. in the £ forces private 
companies to distribute all but the 
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exempt portion of their undistributed 
profits. Accordingly, he claims, un- 
duly large incomes are paid to share- 
holders during prosperous years, thus 
adding to inflationary pressures. He 
also points out that, under the former 
provisions of Division 7, the aggregate 
tax paid by a company and its share- 
holders was always the same, regard- 
less of whether the company made a 
sufficient distribution; thus private 
companies were not previously forced 
to pay away most of their profits as 
dividends. 


Mr. Weigall’s conclusion is that “re- 
version to the previous methods of 
assessment would not result in any 
loss of national revenue and would, in 
fact, from every aspect, lead to a 
sounder economic policy.” 


New Zealand grows 


Although New Zealand’s population 
is only about the same as that of Vic- 
toria, her high living standards and 
rapid growth demand very substantial 
quantities of the raw materials and 
services essential to a modern econ- 
omy. Thus, she has half a million 
motor vehicles—one to every four 
people—a ratio exceeded only in North 
America. Consumption of motor spirit 
in New Zealand has doubled since 
1946, and of aviation spirit since 1948. 
The number of tractors has more than 
doubled since 1950 to reach a total of 
some 60,000, reflecting the highly de- 
veloped methods of primary production 
in the Dominion. About a quarter of 
the fertiliser bought by Dominion 
farmers is now spread from the air, to 
treat about 24 million acres a year. 
These things help her to maintain her 
position as the largest exporter of 
lamb and of dairy produce in the 
world, and second to Australia as a 
wool exporter. 


Watching fish 


The Commonwealth Fisheries News- 
letter reports that several prominent 
American visitors have recently studied 
Australia’s fishing industry. Mr. F. 
Goldstein, president of a large Ameri- 
can fish company, is said to have ex- 
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pressed his surprise “that so little was 
being done to assist Australian fisher- 
men in the way of providing facilities. 
He could not understand why the Aus- 
tralian Government did not carry out 
more fishing research, particularly as 
the Japanese were taking large hauls 
of fish off our coast and earning dol- 
lars by exporting them to America.” 


Built-in stabilisers 


Economists are increasingly refer- 
ring to built-in stabilisers as important 
features of a modern economy, which 
help to prevent or minimise the effects 
of business recessions. What do the 
economists mean by the term, and how 
do these stabilisers work? One ex- 
ample is the process whereby, during a 
downswing of business, a progressive in- 
come tax system automatically reduces 
the tax burden more sharply than pro- 
fits decline. This comparative relief to 
business—which helps the private sec- 
tor maintain its optimism, its enter- 
prise and its activity—is offset as far 
as government finance is concerned by 
deficits. Thus a high level of spend- 
ing is maintained throughout the 
economy. A related stabiliser is the 
rigidity of government expenditure, 
supported these days by heavy com- 
mitments for pensions and other wel- 
fare payments. Thus government 
spending tends to be maintained, or 
even increased, in a recession, offset- 
ting the decline in the private sector. 
A third example which operates in 
Australia, and also in the U.S.A., is 
the system of guaranteed prices for 
primary produce. 


Measuring labour turnover 

An interesting report from the Com- 
monwealth Statistician shows the num- 
ber of engagements and separations in 
Australian industry over recent years. 
This is expressed as a percentage of 
average numbers employed in the 
period, and provides a measure of 
labour turnover. Thus for males, the 
rate of engagements was 3.0% in 
March, 1949, falling to 2.6% a year 
later, to 2.4% in March, 1952, and 
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1.9% in March, 1953. Since then the 
rate of engagements has risen, reach- 
ing 2.7% in March, 1955. Now the 
engagements are made up of the addi- 
tion of new recruits to the labour force 
and of workers who have changed jobs. 
When total employment increases, the 
first type of engagement is more 
numerous than usual, and tends to in- 
flate the rates shown above. They are 
not so much a reflection of labour 
turnover as of additional labour re 
cruiting. To shed further light on this 
aspect, the rate of separations may be 
compared with the rate of engage 
ments. Thus we find that while the 
trends of engagements and separations 
were both downward in 1949 and 1950, 
reflecting a reduction of labour turn- 
over, the 1952 figures showed a diver- 
gence. The engagement rate continued 
to decline, but the separation rate rose, 
indicating the decline in the labour 
force in that time of minor recession. 


Is immigration inflationary? 


One of the arguments used in de 
fence of our immigration programme 
against those who claim it to be ag- 
gravating inflation, is to say that im- 
migrants begin to work immediately 
on arrival, and do not spend more than 
they produce. But in fact, they do 
spend very heavily—if not in money 
terms, then in real terms of resources, 
which is what matters. It may be 
claimed, for example, that a migrant 
family usually rents a house for a few 
pounds a week only and does not buy 
it. But, of course, they are occupy- 
ing and using the whole capital in- 
volved in a house. Even if they only 
rent the house, somebody else has to 
provide the whole capital equivalent, 
for which he will be recouped only 
after a long period by the migrant’s 
rent payments or purchase instalments. 
In effect, the demand for capital goods 
to house and employ migrants consti- 
tutes a concentrated drain on capital 
resources immediately following their 
arrival, which is not replenished from 
the immigrants’ production for many 
years. What is true of house room is 
also true of factory space, industrial 
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machines, transport, and other essen- 
tial services and developmental capi- 
tal required to open up new productive 
resources. By the same token—and 
this is the significant truth on the long 
haul—it is true that the productivity 
of immigrants eventually provides 
more resources than were absorbed in 
equipping and maintaining them, and 
that we are now reaping such benefits 
from earlier flows of immigration. 
Furthermore, if we reduce immigra- 
tion immediately, we might reduce 
some of the strain on our resources 
this year, but we would also fail to 
reap benefits in the years to come. 
Rising efficiency 

The Annual Report of the Tariff 
Board, although a comparatively 
slender document, is one of the most 
significant publications concerning Aus- 
tralian industry. The Report for the 
year 1954-55 has some pertinent com- 
ments on the cost problem among Aus- 
tralian manufacturers. It emphasises 
that the solution is many-sided and not 


to be thought of as consisting in some 
single act or single method of ap- 


proach. But the Board does make 
some encouraging remarks about costs. 
It points out that “there is evidence 
of increasing cost consciousness in 
rural industries and of developments 
that will assist in maintaining and in- 
creasing export business.” In second- 
ary industry, too, there are improve- 
ments, and “overhauls of methods by 
efficiency experts have yielded results 
that have more than repaid costs.” 
Other factors, such as better plant, are 
also mentioned along with the import- 
ant point that “the advantages of these 
improvements are not limited to the 
units that adopt them; these units be- 
tome pacemakers in their own indus- 
try and set standards that others must 
follow. But, more important, they 
show to industry in general that ‘it can 
be done’ and the influence of their 
Courage and effort extends to the whole 
fonomy.” This is a beneficent in- 
fluence which might well be spread by 
all types of business advisers—includ- 
ing accountants. 
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State of the Nation 

Eight professors of economics con- 
sidered Australia’s economic position 
to be so serious at the end of January 
that they issued a joint public state- 
ment immediately after the publica- 
tion of the Treasury’s first informa- 
tion bulletin on the economy. They 
warned that, unless the Federal Gov- 
ernment took strong measures immedi- 
ately, Australia might soon face an 
acute economic crisis. 

“The spendthrift prosperity de- 
nounced in August by the Treasurer, 
Sir Arthur Fadden, and in September 
by the Prime Minister, continues with- 
out abatement,” the economists said. 
The remedies they proposed were two- 
fold: first, increase taxation, to drain 
off excessive purchasing power and 
help pay for national development; 
second, raise interest rates and unpeg 
the bond market, to enable monetary 
policy to become effective and to bring 
interest rates into line with other 
rates in the capital market. 

As might have been expected, the 
statement met with a mixed reception. 
Most commentators agreed with the 
diagnosis; many disagreed with the 
proposed cure. One of the subscribers 
to the statement was Professor P. H. 
Karmel of the University of Adelaide, 
and in this issue of the journal we 
publish an article setting out his per- 
sonal views on Australia’s economic 
problems. 

N.S.W. University of Technology 

On 1 January, 1956, the accountancy 
diploma course previously administered 
by the New South Wales Department 
of Technical Education was transferred 
to the Faculty of Commerce in the 
University of Technology. It is pro- 
posed to establish the degree course 
in commerce, with an accountancy 
specialisation, at the University in 
1957. Mr. David Rowan has been ap- 
pointed to the Foundation Chair of 
Economics, and Messrs. C. R. Airey, 
B.A., B.Sc., B.Ec., Dip.Ed. A.A.S.A.; 
W. R. Burke, B.A., B.Ec., F.A.S.A.; 
L. N. Lee, B.A., B.Com., A.A.S.A.; and 
L. A. McPherson, A.A.S.A. have been 
appointed Lecturers in Accountancy 
in the Faculty of Commerce 
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Is the car “lost”? 


If you are insured against the “loss” 
of your car, are you covered if you 
know perfectly well where it is but 
cannot get it back because it has been 
He from you by fraud and re- 
sold? 


In June, 1953 (23 A.A. 239), I dis- 
cussed the case of Webster v. General 
Accident Assurance Co., in which the 
Court was able to hold that the fraudu- 
lent agent had stolen the car and not 
merely embezzled the proceeds of its 
sale, and therefore the owner could 
recover. Now we have another case 
against the same company, but with 
the opposite result—Eisinger v. Gen- 
eral Accident Assurance Co. (1955), 1 
W.L.R. 869. 


There an inquirer—such a nice 
man, thought both plaintiff and his 
wife—called in response to an adver- 
tisement, bought the car with a worth- 
less cheque, and vanished. The car 
was found in the possession of an in- 
nocent sub-purchaser and could not be 
recovered. 


Here, the plaintiff had intended to 
part with the car to the person who 
took it, and did not expect ever to 
have anything to do with it again. 
Accordingly, the car was not stolen, 
and he had “lost” not the car, but 
the proceeds of its sale. 


Therefore, his claim against the in- 
surance company failed. 
Warranty of title to goods 


Judging from the Law Reports, the 
inhabitants of Ulster spend many of 
their leisure hours smuggling cattle 
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and other things across the border be- 
tween Northern Ireland and Eire—the 
only land frontier in the British Isles, 
This gives rise to problems to which 
we are not accustomed. 


Thus in Stock v. Urey (1955), N.Ir. 
71, plaintiff bought a second-hand car 
from the defendant for £35, and later 
sold it for £60. It turned out that the 
car had been smuggled across the 
border without paying duty, so the 
purchaser paid the Customs £70 duty, 
and sued plaintiff for that amount, 
which he recovered, together with £10 
costs. Plaintiff then sued defendant 
for £80, for breach of the implied con- 
dition on every sale of goods that the 
vendor has a right to sell and of the 
warranty that the purchaser shall be 
entitled to quiet possession. 





































Defendant claimed that the pur- § 
chaser (or his sub-purchasers), faced } 
with a demand for more than the car § * 
was worth (judging by the price paid), B ¢ 
should have abandoned the car to the & F 
Customs and sued merely for the pur- Dp 
chase price lost. However, the war- b 
ranty for quiet enjoyment is that the A 
purchaser can quietly enjoy his pur- st 
chase. That right had been attacked B ac 
and the purchaser was entitled to pro — fe 
tect the right and not merely to give § tif 
his car up and get his money back. th 

Accordingly, plaintiff was entitled to a 
£80 damages, despite the fact that he Th 
had only paid £35 for the car. vig 
Illegal contracts 

The common law doctrine that § wh 
neither party can sue on an illegal col of | 
tract works reasonably well, though § Ject 
rather erratically, if the illegality is 
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really something serious. Thus no 
one is very concerned to find that the 
Court refused to take the accounts of 
a partnership between two highway 
robbers. But when the illegality is 
not so obvious, it may be most unjust 
for the Court simply to refuse to in- 
terfere. 


Is the landlord, who grants a tenancy 
at a prohibited rental, to be unable to 
recover any rent or to terminate the 
tenancy? Is the builder, who care- 
lessly leaves it to the owner to obtain 
a permit, to find that he has built the 
house as a present for the owner be- 
cause he cannot sue on his contract? 


Considerations such as these lead 
Parliament to insert clauses excluding 
the rule that the parties to an illegal 
contract cannot rely on it, especially 
in cases where property is concerned. 
But the Courts will limit such a clause 
to its proper sphere. It cannot be used 
to enable the wrong-doer to keep his 


illegal profit after all. 


An example is Davison v. McCor- 
quodale, 72 New South Wales Weekly 
Notes 103. In that case defendant, 
the landlord, tried to induce his tenant, 
the plaintiff, to surrender his lease. 
Plaintiff said he would go if he were 
paid £800, an illegal bargain prohibited 
by the post-war Landlord and Tenant 
Act. Defendant paid the £800 and then 
stopped the cheque, and this was an 
action on that cheque, met by the de- 
fence of illegality. To this the plain- 
tiff countered that the Act provides 
that “where any transaction is entered 
into in contravention of this Act, the 
transaction shall not be invalidated.” 
The Court held, however, that this pro- 
vision was only intended to cover pro- 
perty dealings such as leases, and was 
hot intended to preserve to persons 
who committed illegal acts all the fruits 
of their illegality. Accordingly it re- 
jected the claim. 
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“Just and equitable” 


As is well known, the Courts have 
power to wind up a company when it 
is just and equitable to do so. This 
means that there must be some sort of 
unfairness and oppression, and the case 
of Re R. C. Young Insurance Co. 
(1955), 3 D.L.R. 571, shows that the 
mere fact that the minority disagrees 
with the policy of the majority is not 
sufficient. 


In that case two partners named 
Young, insurance agents, formed their 
business into a private company, the 
respondent. About the same time the 
applicant, a senior employee, was given 
a twenty per cent. shareholding, so 
that in future he would be remunerated 
by dividends in addition to his salary. 


Things went smoothly for a while, 
until the Youngs decided to erect an 
office building for the company. 
Finance was difficult, but was raised in 
part by a bank overdraft guaranteed 
personally by the Youngs and their 
wives. This led them to announce 
that there would be no more dividends 
until the overdraft was reduced. Ap- 
plicant objected. First he asked for a 
rise in salary to compensate him for 
his loss of dividends, and when this 
was refused he took these proceedings 
to wind up the company. 


As is usual with these small private 
companies there was plenty of evidence 
of irregularities; discussions of the 
most informal character had taken 
the place of the formal meetings re- 
quired by the Act. However, the 
Court refused to hold that there was 
anything radically wrong, and in par- 
ticular it refused to believe that the 
Youngs had gone ahead with the build- 
ing a consulting the applicant 
at all. 


Therefore his complaint was merely 
that he and the majority differed on a 
question of policy. Every minority 
shareholder must expect this from 
time to time, and its happening did not 
prove that he had been “oppressed” or 
that it would be “just and equitable” 
to wind up the company. 
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Accounting Dynamics 


I am most grateful for the notice of my 
third research lecture on “Accountin 
Dynamics” in your November issue, but if 
may, I should like to make clear my refer- 
ences to what your reviewers call the “cur- 
rent asset group”. I should also like to make 
plain my position on inventories in view of 
the suggestion in your notes that I now 
recommend the inclusion of the base inven- 
tories necessary for the continuance of effec- 
tive operations in the current asset group, 
rather than in the fixed asset group as pre- 
viously advocated. 


If it does not lay too great a claim on 
your space, I should like to quote what I 
actually said in my lecture. Thus “. . . the 
really important narrow issue I do want to 
bring out from the references I have cited 
is the clear indication that a normal effective 
inventory carry is itself a balance sheet 
variable, not only in total but in all prob- 
ability differently as between its constituent 
parts of materials, work in progress and fin- 
ished goods, even though the total does not in- 
clude the surplus stocks which Keynes would 
regard as constituting liquid capital. This 
ey opens up the wider issue of a balance 
sheet ee of all assets (and liabili- 
ties) which do not come under a strictly fixed 
qualification, according to their degree and 
rate of variability with some operating ag- 
gregate; and thereby it incidentally vindi- 
cates the use of the term ‘fixed’ as applied to 
those assets which show no such proportional 
variability. Nevertheless, it does make sus- 
pect any suggestion of precision about the 
use of the generic qualifying term ‘current’. 
This seems to me to clear up some uncer- 
tainty about the usual balance sheet arrange- 
ment of assets. As I see it, this arrange- 
ment can now be thought of as a normal 
statistical division between fixed and vari- 
able, with the former justifying itself in 
accordance with scales of outputs achieved so 
as to negative voluntary surplus capacities, 
and the latter in accordance with dependent 
operating aggregates, the balance sheet terms 
of which re “a may shade down from 
quasi-fixed to liquid. Moreover, I think we 
can see, from all that has been discussed 
that behaviour relationships which are linked 
to balance sheet aggregates are likely to have 
different characteristics from those which 
derive from bilateral change accounts. 


“This brings me to a revision of my own 
ideas on the balance sheet statement of inven- 


tories. In Four Essays, I took the view that 
‘in so far as the major portion of the inven- 
tory of an enterprise does constitute a fixed 
asset necessary to the continuation of effec- 
tive operations . . . it should be classified as 
such in the balance sheet’ and later I added 
the comment that ‘the essence of the inven- 
tory problem resides in the fundamental dis- 
tinction between fixed and speculative hold 
ings.’ Accordingly, at that time, I put stan 
dard inventories with the fixed assets and 
speculative inventories with the short-term 
asset claims. — the speculative part 
can be thought of in Keynes’s terminology as 
surplus stock constituting liquid capital, it 
now seems to me that there is more than a 
doubt about the inclusion of the standard 
part in fixed assets when we come to regard 
the term ‘fixed’ in the light of a statistical 
qualification. It is probable that there is 
always a constant real residuum in the inven- 
tory of an enterprise concerned with 
effective continuation of its operations, but 
it would be difficult to define and nae 
and having regard to the ‘Whitin’ type 
inventory relation with output and the 
Keynesian working capital dependents, it now 
seems that we ought to regard standard in- 
ventories, and their constituent parts, as 
variables linked in some definable relation- 
ships with operating aggregates. It is plain 
that if we are to treat a standard inventory 
as ‘fixed’ in our new sense, then it must imply 
constant proportions between materials, 
work-in-progress and finished goods, and what 
is more important, but quite legecsee con- 
stant outputs; thus the enterprise would need 
to be operating in conditions of constant 
returns. 


“We now begin to see the outline of 4 
balance sheet classification of non-fixed assets 
which has regard to their effective rates of 
variability with operating and other aggre 
gates.” 

As an immediate practical issue the dif- 
ference between our statements probably 
seems slight, and I should not like your re 
viewers to feel that I am involving them i 
a quibble, but from a strictly theoretical 
standpoint I do think some fundamentally 
fo a implications begin to show thei 
selves. 


F, SEWELL Bray 
Stamp-Martin Professor of Accounting 
London 
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AUSTRALIAN 
ECONOMIC PROBLEMS 


P. H. Karmel 


UBLIC discussion of the issues of 

economic policy plays only a small 
part in the political life of Australia. 
This is due in part to the general 
public’s scepticism of economists and in 
part to economists’ reluctance to be- 
come too involved in political questions. 
Yet, domestic politics are almost ex- 
clusively concerned with economic 
issues and the paucity of discussion on 
them militates against a rational ap- 
proach to them. In this paper I am 
making an attempt to set out what 
seem to me to be the major issues of 
economic policy which face us. 
tion I gives a brief survey of the Aus- 
tralian economy over the last few years, 
Section II sets out the main issues aris- 
ing from the present state of the 
economy and Section III discusses the 
feasibility of creating effective econo- 
mic policies in the Australian context. 
In what follows I am not trying to 
solve problems. Let us first get the 
problems themselves straight. 


I 


The past decade has been charac- 
terised by a substantial population 
growth from both natural increase and 
immigration. At 30 June, 1945, the 
Australian population was 7.4 million, 
by 30 June, 1955, it had reached 9.2 
million. Over this period this growth 
has brought about a rise of about two 
per cent. per annum in the work force. 
The economic development which has 
been associated with this increase in 
numbers has involved a substantial and 
persistent demand for capital equip- 
ment of all kinds, ranging from roads 
and power installations to factory 
machinery and houses. If a one per cent. 
increase in the work force is to lead to 
& one per cent. increase in national pro- 
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duction, the increase in the work force 
must be provided with appropriate 
capital equipment. Since the value of 
real capital used in Australia is about 
four times the annual national produc- 
tion, it follows that to equip adequately 
an annual increase in the work force of 
two per cent., about eight per cent. of 
annual national production must be 
devoted to expanding the capital base, 
simply to keep pace with the increasing 
population. When there is added to 
this need for capital goods, the demand 
for a more intensive use of capital 
equipment per worker in order to raise 
efficiency, and the absolute shortage of 
such capital items as houses at the end 
of the war, it will be readily appre- 
ciated that the demands on national 
production for investment purposes 
have been and will continue to be very 


powerful. 


At the same time the natural aspira- 
tions of an economy, with a record of 
high unemployment in the ’thirties and 
war in the first half of the ’forties, to- 
wards high and increasing standards 
of consumption have combined with the 
high demand for investment goods to 
produce in many years a level of aggre- 
gate demand for goods and services 
greater than the economy’s capacity to 
produce. This situation has been rein- 
forced by the expanding requirements 
of governments for the provision of 
collective services (such as health and 
education) and for defence purposes. 


This then is the climate in which the 
Australian economy has been operating 
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since the war. But the ‘Australian 
economy cannot be considered in isola- 
tion from the world economy, for a 
substantial proportion of Australian 
production is sold overseas. Unfortu- 
nately, the prices of our principal ex- 
ports are peculiarly unstable and their 
production is subject to the vagaries of 
the seasons. It follows that substantial 
fluctuations in our export proceeds oc- 
cur from time to time and must be 
reckoned with as one of the facts of 
economic life in Australia. 


The high level of aggregate demand 
referred to above has resulted in a 
persistent tendency towards inflation. 
When the demand for goods and ser- 
vices in general exceeds our productive 
capacity, shortages occur and prices 
rise and we have an inflationary situa- 
tion. The post war inflation reached 
its peak in 1950-51, when the demand 
influences were reinforced by pheno- 
menally high wool prices, thus inflating 
farmers’ incomes and raising costs. 
The inflation broke in 1951-52 and a 
period of relative stability ensued. But 


during the past twelve months or so 
inflationary tendencies have again be- 


come apparent. Inflation at home 
directly affects our financial position 
abroad. For with high levels of internal 
demand not being fully satisfied from 
domestic production, demand spills over 
on to imported goods and imports rise. 
Moreover, to this factor must be added 
the tendency to demand imported goods 
when domestic costs and prices rise 
faster than those overseas. The volume 
of goods which we can import is, 
broadly speaking, determined by our 
export proceeds. When our demand for 
imported goods becomes too great, our 
international reserves (London funds) 
fall. If they fall too rapidly our inter- 
national solvency is endangered and a 
balance of payments crisis occurs. In 
the post-war period, balance of pay- 
ments difficulties were averted until 
1951-52. This was due partly to favour- 
able export prices which kept our ex- 
port proceeds high, and partly to an 
inflow of foreign capital. However, 
grave difficulties were encountered in 
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1951-52 and again in the last complete 
financial year 1954-55. 


Thus, the post-war Australian eco 
nomy has had two major related diff- 
culties to face: inflation in its internal] 
economic affairs and balance of pay- 
ments troubles in its external economic 
relations. After a temporary easing of 
the situation in 1952-53 and 1953-54 
both these problems are with us again. 


The year 1953-54 saw the economy 
more nearly in internal balance (i.e 
full employment without inflation) than 
it had been for some years. However, 
during 1954-55 aggregate demand ex- 
panded substantially on all fronts. 
In particular the demand by the private 
sector of the economy for capital goods 
and for consumption goods and services 
rose by fifteen per cent. and ten per 
cent. respectively. As a result un- 
employment fell to negligible propor- 
tions, unfilled labour vacancies rose, 
some shortages developed and trade 
reached record levels. For these rea 
sons, and because there have been some 
increases in costs due to higher material 
prices and the decision of the Common- 
wealth Court of Arbitration and Con- 
ciliation on margins, prices which had 
been relatively stable began to move 
slightly upwards. However, the de 
veloping internal inflationary forces 
were to a considerable extent masked 
by a twenty-five per cent. increase in 
imports, occurring largely in response 
to excess internal demand. But whilst 
the increased flow of imports prevented 
the appearance of the more obvious 
symptoms of inflation on the home 
front, it produced a crisis in the balance 
of payments which was aggravated by 
a fall in export proceeds. Over 1954-55 
the deficit in the balance of payments 
on current account* amounted to over 
£250 million, which, after allowing for 
an inflow of overseas capital resulted 





* The balance of payments on current ac 
count records current receipts by Australia 
from an outlay by Australia to the rest of the 
world. Main credit items are exports pr 
and receipts for services provided to the rest 
of the world, main debit items are payments 
for imports, cost of freight, insurance, divi 
— and interest, etc., paid to the rest of the 
world. 
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in a fall in London funds of about £140 
million. 


In response to the rapidly deteriorat- 
ing balance of payments position the 
Commonwealth Government tightened 
import controls in April, 1955, and 
again in October. This tightening will 
take some time to be effective, so that 
another substantial deficit in the 
balance of payments on current ac- 
count must be anticipated in the cur- 
rent year 1955-56. However, the 
tightening will be fully effective by 
1956-57 and approximate balance 
should be achieved during that year. 
At the same time the Commonwealth 
Government recognised that the in- 
ternal level of demand was in excess of 
that which could be satisfied from our 
domestic productive capacity together 
with those imports which our balance 
of payments position would allow. Ac- 
cordingly some restraint in expendi- 
ture was necessary. Steps taken in this 
direction included requests from the 
Commonwealth Bank to the banking 
system to apply restraint in advance 
policy, the refusal of the Common- 
wealth Treasurer to reduce taxation in 
the 1955-56 Budget, some cuts in 
government expenditure and homilies 
from the Prime Minister to leaders of 
finance, commerce and industry to exer- 
cise restraint in expenditure. 


These steps to restrain spending 
could scarcely be called forceful, but 
even allowing that they will have some 
effect, this effect is unlikely to be felt 
until towards the end of 1955-56. 
Nevertheless there is no substantial 
evidence that inflationary forces have 
gained any appreciable impetus during 
the first half of 1955-56. Does this mean 
that their extent has been exaggerated? 

e answer must be no, for it must not 
be forgotten that during the first half 
of 1955-56 imports continued to flow in 
at the high rate for the preceding year, 
thus augmenting domestic production. 
In the absence of effective restraint in 
expenditure, inflationary forces must 
be expected to become more manifest 
as the financial year draws to a close 
and they may become serious in 1956- 
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57. On the other hand any increase in 
our productive capacity resulting from 
heavy investment in the past few years 
and any reduction in business men’s 
plans for expansion resulting from the 
efforts of the Commonwealth Bank and 
the Prime Minister will act as offset- 
ting factors. In summary, it may be 
said that effective restraint in spend- 
ing is necessary, but the magnitude of 
this restraint need not perhaps be very 
considerable. 


II 


The major issues of national economic 
policy, today, are concerned with what 
have become the two over-riding objec- 
tives of economic policy. The first is 
the requirement that there should be 
equilibrium in the balance of pay- 
ments, if not in every year, at least on 
the average over a few years. Roughly 
speaking, this means that our imports 
must be limited to our exports. This 
objective is not one freely chosen by 
the Australian community. It is a re- 
straint imposed on us, in the same way 
as the need for solvency imposes a re- 
straint on an individual’s spending pro- 
clivities. The second objective of econo- 
mic policy is that of maintaining full 
emplovment without inflation. This is 
a political choice of the Australian 
community. It is widely accepted as 
an objective of over-riding importance. 
No political party which advocated the 
contrary would have any hope of hav- 
ing its policy endorsed by the Austra- 
lian electorate. It is convenient to deal 
first with this second objective. 


In the ’thirties Australia suffered 
from a great deal of unemployment. In 
no year did unemployment fall below 
about ten per cent. of the work force 
and in 1932 it reached almost thirty 
per cent. A full employment policy in 
the thirties would have involved the use 
of methods to raise the level of spend- 
ing. Since the war, the situation has 
changed radically. For reasons out- 
lined earlier in this paper, the level of 
spending has tended to run so high that 
our production is unable to keep pace 
with it, so that not only has full em- 
ployment been achieved but in a num- 
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ber of years there have been acute 
shortages of labour and hence of goods 
with consequent rising prices. The 
problem has been to restrict spending 
to our productive capabilities and thus 
to prevent the tempo of the economy 
from passing through full employment 
into inflation. This situation is not, I 
believe, ephemeral, but is almost inevi- 
tably linked with the policy of rapid 
economic development which has, like 
full employment, become a tenet of the 
economic faith of the Australian people 
since the war, and which has been mani- 
fested in the migration programme and 
the plans for heavy industrial develop- 
ment. This means that, although there 
may be ups and downs in economic 
activity from year to year, the under- 
lying trend is towards inflationary con- 
ditions. Accordingly restraint in ex- 
penditure has been and is likely to con- 
tinue to be a major problem of econo- 
mic policy. 


There are various means by which 
such restraint can be effected. It is, of 
course, always possible to appeal to 
the better natures of people and ask 
them to exercise restraint voluntarily 
in the national interest—persons in the 
spending of their incomes on ordinary 
consumer goods, businesses in their ex- 
pansion plans. The Prime Minister has 
only recently tried this, particularly in 
regard to hire purchase business. 
There is as yet little evidence of the 
success of such a policy. Indeed it is 
perhaps too much to expect of human 
nature. A particular business may be 
convinced that a cut in its spending is 
necessary from a national point of view 
and may be quite willing to endure the 
cut, provided other businesses do like- 
wise. But it cannot be certain that this 
will happen. If it plays the game and 
others do not, it may find itself robbed 
of its business by its competitors. A 
belief in voluntary restraint is at best 
naive and at worst an excuse for not 
taking politically unpopular action. 


In practice, spending can be re- 
stricted only by action which compels 
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such restriction on a broad front. This 
can best be done through the budgetary 
policy of the Commonwealth Govern- 
ment and through the monetary policy 
of the Commonwealth Bank. By reduc- 
ing its own expenditure and/or by in- 
creasing taxation and hence forcing a 
reduction in spending by the private 
sector of the economy the Common- 
wealth Government can restrict aggre- 
gate expenditure. This would, of 
course, involve running a budget sur- 
plus and perhaps a substantial one, 
Similarly by directives to the trading 
banks and/or by taking action to reduce 
trading bank liquidity, the Common- 
wealth Bank can bring about a tighten- 
ing of credit conditions and hence a 
restriction of expenditures by busi- 
nesses and persons. 


It is important to realise that such 
actions as outlined in the preceding 
paragraph aim not at cutting down 
economic activity and _ production. 
Quite the reverse. Their object is to 
contain the aggregate demand for 
goods and services at a level corres- 
ponding to our physical capacity to 
produce. If this is not done, inflation 
with its inequities and wastes will oc- 
cur, and due to inefficiency total pro 
duction may well fall. 


It is all very well to speak of re 
straining spending in general. The 
vital question is: on what lines of ex- 
penditure should the restraints fall? 
This cannot be answered merely by 
reference to the full employment objec- 
tive. Other national objectives must be 
taken into account. Granted that rapid 
economic development is a vital re 
quirement of national policy, it would 
seem to follow that the main cut-back 
of the demand for goods and services 
should fall on consumption rather than 
capital expenditures. The growth of 
our population, itself, requires substat- 
tial capital investments in order to 
utilise fully the increasing work force. 
Furthermore, our past record of im- 
provements in productivity per worker 
has not been impressive and the main 
factor contributing to higher produ 
tivity is more capital equipment per 
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worker. Consequently policies to re- 
strain spending should be slanted to- 
wards holding consumption back and 
encouraging the expansion of basic 
capital requirements. In this respect 
it must be frankly admitted that higher 
taxation, both direct and indirect, is 
probably the most effective measure. 
The fact is that we, in Australia, are 
attempting to develop rapidly whilst 
at the same time we refuse to make 
available sufficient resources for this 
development by consuming less and 
saving more. If individuals are un- 
willing to save sufficient then it is 
necessary for the Government by run- 
ning a budget surplus to do some of 
the saving for the community. Other- 
wise a high rate of development can- 
not be maintained. 


But the question is not simply one of 
consumption versus capital expendi- 
ture. Within the field of capital expen- 
diture itself priorities exist. Although 
Australia is a free enterprise economy, 
a very substantial part of capital ex- 
penditure is undertaken by govern- 
mental and semi-governmental authori- 
ties. Power, transport and communica- 
tion are the sinews of a modern indus- 
trial economy and in Australia these 
are public undertakings. Consequently 
it is important that expenditure on 
public works should not be cut back in 
order to permit expansion of less essen- 
tial capital equipment. There has been 
in the past few years a tendency for 
government policy to be too reluctant 
to enforce restriction in consumption 
expenditure and too willing to restrain 
public works programmes. 


The possibility of holding back 
government expenditure other than 
public works must also be taken into 
account. Much of this expenditure, 
like that on education and health, grows 
normally with population growth and 
is of itself in the nature of an invest- 
ment in human resources. There are 
good grounds for arguing for an in- 
crease rather than a decrease here. 
The largest single item of government 
expenditure is, of course, defence. The 
teal magnitude of the defence effort 
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may well be too small rather than too 
big, but there has developed in recent 
years a regrettable tendency to mea- 
sure the defence effort by the amount 
of money spent on defence in the Com- 
monwealth Budget. The only way to 
measure the defence effort is in real 
terms—men and munitions and their 
quality. To demonstrate the size of this 
effort by referring to the amount of 
money spent (e.g. £200 million) is an 
open invitation to inefficiency and 
waste. 


The other of the two objectives of 
economic policy referred to above is 
the need to preserve reasonable balance 
in the balance of payments. The now 
chronic tendency for the volume of im- 
ports to become excessive is very 
largely a reflection of the tendency to- 
wards internal inflationary conditions 
with the excess demand for goods spill- 
ing over on to imported items. But 
this is not the whole story. While it is 
likely that the demand for imports, 
quite apart from the extra demand 
generated by internal inflation, has 
been expanding at least as rapidly as 
national production, the volume of ex- 
port preduction has not kept pace. This 
suggests that apart from the excessive 
level of internal demand, balance of 
payments difficulties would arise. How- 
ever, this cannot be established defi- 
nitely until the excess demand is re- 
moved. 


The sine qua non of any balance of 
payments policy is the removal of in- 
ternal inflationary conditions. Such 
removal would relieve the balance of 
payments to a marked extent, by elimi- 
nating the spillover of domestic demand 
on to imported goods. Indeed it might 
even bring about equilibrium, although 
it is more likely that even with the 
removal of inflationary forces, a ten- 
dency towards over-importation would 
remain. If this were the case, some 
adjustment in the economy would be 
necessary to divert demand from im- 
ported to home-produced goods and to 
encourage the production of exports. 
Thus exchange depreciation would be a 
move which would operate in this way, 
by making imports relatively dearer 
and exports more profitable. Naturally 


57 





AUSTRALIAN BCONOMIC PROBLEMS 


exchange depreciation is not a step to 
be taken lightly. Alternatively, an in- 
crease in tariffs would also have the 
effect of discouraging imports, al- 
though it would, if anything, act 
against exports. 


But above all, it must be emphasised 
that the balance of payments disequi- 
librium cannot be properly assessed, 
let alone solved, so long as internal 
demand is allowed to remain excessive. 
Indeed if either exchange depreciation 
or higher tariffs were implemented 
before inflationary forces were re- 
moved, they would only aggravate the 
internal inflation by encouraging 
domestic production at a time when 
labour and materials were in short 
supply and by raising the costs of 
overseas goods. This aggravation of 
the internal situation would react back 
on the balance of payments and the dis- 
equilibrium might worsen. 


In the event, the balance of payments 
position has been kept under control 


since the war only by the use of physi- 
cal import controls. These have varied 
in severity from year to year, but have 
been strongly applied in the years in 
which the balance of payments has 
shown especial weakness, namely 1952- 
53 and 1955-56. It is true that had 
internal inflationary pressures been 
kept under control, import controls 
need not have been so severe. Neverthe- 
less, as has been pointed out above, the 
removal of inflationary pressures alone 
would be unlikely to eliminate com- 
pletely our tendency towards over- 
importation. Hence the desirability or 
otherwise of adopting import controls 
as a permanent institution in our eco- 
nomy must be faced. The alternative 
may involve adjustment of our ex- 
change rate or of our tariff policy. It 
is, of course, always possible to restrict 
imports by import controls. But one 
does not solve a problem by concealing 
it. However useful import controls 
may be as a weapon to fight crises in 
one’s balance of payments, their ac- 
ceptance—too ready on the part of 
many Australians—as a permanent 
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feature of our economy is at least open 
to debate. The necessary rigidity in 
their application and the inevitable in- 
equity in their incidence should not be 
ignored. 


A popular solution frequently put 
forward for both the problems outlined 
above is to increase productivity, 
Greater productivity would mean a 
greater productive capacity to meet the 
high level of aggregate demand and 
would raise efficiency in our import 
competing industries and thus reduce 
the demand for imports. Let us make 
no mistake about the importance of 
productivity. The desire to bring about 
a rapid development of this country is 
inherently bound up with the urge to 
raise our living standards. This can 
be done only by increasing productivity 
per head. If we wish to enjoy more, 
then we must produce more. However, 
productivity cannot be increased over- 
night. Nor is it subject to govern 
mental decision, as are budgetary and 
monetary policies. Everything is to be 
said in favour of raising productivity, 
but such action cannot be relied on as 
a solution to short-term emergencies 
At the same time it must be remem 
bered that in order to improve our 
competitive position vis-a-vis imports 
it is necessary not merely to increase 
our productivity, but to increase it 
faster than our competitors are im 
creasing theirs. 


No reference has yet been made to 
what is perhaps the most vigorously 
debated of Australian economic ques 
tions, namely the level of wages. The 
level of wages is relevant to the prob 
lem of our balance of payments. Wages 
are such an important element in costs 
that any change in their general level 
will tend to affect our competitive posi- 
tion with the rest of the world and i 
particular will affect our demand for 
imports. But the level of wages is not 
for the most part subject to gover 
ment decision, being partly under the 
control of industrial courts (partict 
larly the Commonwealth Court) and 
partly determined between employers 
and employees according to the m 
forces of supply and demand. In aly 
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case the fundamental question involved 
in the matter of wage determination 
concerns the distribution of the national 
income. If real wages (i.e. the real 

and services which wages can 
buy) are to be higher, then real profits 
or real farm income must be lower. 
Two problems arise from this—one 
political and one economic. The first is 
to obtain some general agreement on 
what is an equitable distribution of in- 
come. The second is to find means of 
arriving at that distribution. I suspect 
that both these problems are insoluble. 
Nevertheless, they are problems which 
will and should be discussed. 


III 


The record of government policy over 
the past few years in handling the twin 
problems of inflation and balance of 
payments disequilibrium has not been 
particularly impressive. The post-war 
inflation was permitted to get well 
under way in 1949-50 and 1950-51 
without stringent action being taken. 
The first real steps to tackle the prob- 
lem occurred towards the end of 1951 
with the 1951-52 Budget (the “Horror” 
Budget). The action in this budget 
was along the right lines, but it was 
long overdue. Similarly severe import 
restrictions were not introduced until 
March, 1952, although the impending 
crisis in the balance of payments had 
been evident for many months. When 
they were introduced they had to be 
very severe and a tremendous loss of 
international reserves could not be 
avoided. Some loss was probably desir- 
able, as there is no point in building up 
eserves unless they are going to be 
used in an emergency, but the actual 
loss far exceeded this. The story of 
the current situation is much the same. 
The 1955-56 Budget, even if it re- 
frained from the political temptation 
to cut taxes, did not increase them, al- 
though this would have been the ap- 
propriate action in the circumstances. 
The main government action to restrain 
spending has been a token cut in its 
own expenditure and pleas from the 


The Australian Accountant, February, 1956. 


Prime Minister to cut down spending 
voluntarily. In the same way, although 
import controls were tightened in 
April, 1955, they had to be made more 
severe in October and severe losses in 
reserves have occurred in 1954-55, and 
will occur in 1955-56. 


The experience of the past few years 
gives rise to the question of whether 
effective economic policy is possible in 
the Australian setting. It is true that 
the institutional arrangements of the 
Australian economy make centralised 
governmental policy on economic mat- 
ters difficult. There are, first, the limi- 
tations imposed on the Commonwealth 
Government by the Constitution. Eco- 
nomic policy if it is to be effective at 
all must be in the hands of the central 
government. Whilst the Commonwealth 
Government has substantial powers in 
economic matters through its own 
budget (strengthened enormously by 
the creation of the Loan Council and 
by the introduction of uniform taxa- 
tion) and through its control of the 
banking system via the Commonwealth 
Bank, it still lacks the power to legis- 
late on such matters as wages and hire 
purchase to name only two areas of 
current interest. Quite apart from con- 
stitutional limitations, the federal 
structure makes the implementation of 
decisive economic policies difficult. 
Whilst the Commonwealth Government 
is the main taxing authority, the States 
are the main spending ones. State 
Governments tend, quite naturally, to 
interest themselves in the affairs of 
their respective States and to regard 
overall economic policy as outside their 
province. Conflicts between what the 
Commonwealth regards as desirable and 
what the States propose to do are in- 
evitable. Thus in 1951-52 when the 
Commonwealth Government was advo- 
cating restraint in spending, the States 
were attempting record public works 
programmes. Nor is the situation 
helped by the fact that the level of 
wages can be altered almost over night 
by a decision of the Commonwealth 
Court of Arbitration and Conciliation, 
quite independently of the general 
framework of economic policy. 
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Nevertheless, it would not be correct 
to conclude that the main reason for 
the lack of effective economic policy is 
to be found in the institutional setting. 
The factors which inhibit economic 
policy are mainly political. On the side 
of politicians there is too much readi- 
ness to compromise on matters of prin- 
ciple in order to placate various groups 
of influence in the community. There 
is too much weighing up of political 
consequences, too much fear that the 
Australian public cannot be made to 
see reason and will not follow a lead. 
Lack of courage on the part of the 
governments, combined with a three 
year parliament, leads to a hopeless 
situation as far as economic policy is 
concerned. For in the first year the 
government must honour its election 
promises, frequently made rashly and 
without thought to their consequences, 
and in the third year it must bear the 
forthcoming election in mind. This 
leaves only the middle year in which a 
rational policy can be pursued. 


It is easy enough to blame the politi- 


cians, but after all their attitudes are 
only a reflection of the attitudes of the 
public generally. On the part of the 
public in general, and of experts like 
economists in particular, there is too 
great an acceptance of the proposition 
that “of course A is the desirable thing 
to do, but it is politically impossible.” 
When almost every move turns out to 
be politically impossible, no move is 
made at all. This cynicism stultifies 
progress and prevents open-minded 
discussion of the important issues of 
economic life. If any action which is 
to the disadvantage of some organised 
group in the community (whether it 
be trade unionists or farmers or 
doctors) is to be ruled out on grounds 
of political impracticability, the re- 
straints imposed on government will 
make rational government impossible. 
For effective economic policy a broad 
view must be taken. There must be a 
willingness to recognise that almost 
every action is to the advantage of 
some and to the disadvantage of others. 
It is the job of the government to weigh 
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up all the consequences of its possible 
lines of action and to reach a decision 
on the basis of those consequences on 
the community and not on the basis of 
their effect on the next election. No 
government is likely to be able to 
achieve this fully, but the impossibility 
of perfection does not make perfection 
not worth striving for. 


A rational approach to economic 
problems is only the first step towards 
achieving effective policies. Frequently 
a government must face conflicting 
economic objectives, such as when 
rapid economic development conflicts 
with rising consumption levels. The 
problems are always extremely com- 
plex, the solutions seldom obvious and 
never completely certain. But a de 
featist and cynical attitude on these 
matters should have no place in a vigo- 
rous community. 


Perhaps the first stage towards mak- 
ing effective economic policy possible in 
Australia is to foster a greater sophis- 
tication in economic matters on the part 
of the general public. This can be 
achieved only by more open discussion 
of the issues involved. In the United 
Kingdom and the United States regular 
reports on the economic state of the 
nation are published by the govern- 
ment. The Prime Minister has indi- 
cated that in future regular reports on 
the state of the economy will be issued. 
If these are sufficiently detailed, they 
will be invaluable for informing the 
public. At the same time a plea must 
be made for the collection of more and 
more statistical data on economic mat- 
ters and for the support of research 
into the facts and workings of the Aus- 
tralian economy. Nor would an occa- 
sional select committee of enquiry 
(compare the 1937 Royal Commission 
on Monetary and Banking Systems) 
into some important aspect of economic 
life be merely “another waste of public 
money.” The more knowledge we have 
of our economy and the more we debate 
the economic issues of our time, the 
more effectively will we be able to 
employ measures of policy to achieve 
our economic objectives. 


The Australian Accountant, February, 1956. 
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INFLATION 
AND COMPANY ACCOUNTS 


J. McB. Grant and R. L. Mathews 


E importance of inflation in 

relation to company profits and 
finances arises from conventional ac- 
counting methods of measuring costs 
on the one hand, and normal business 
practice in pricing products on the 
other. One of two consistent methods 
of costing and pricing may conceivably 
be employed. Firstly, all costs may be 
taken into account on the basis of cur- 
rent replacement values at time of 
sale, and prices may be determined by 
reference to current costs.  Alter- 
natively, costs may be accounted for 
on the basis of historical cost, and 
prices may be fixed by reference to his- 
torical cost. During a period of in- 
flation “profits” determined by the 
first method represent current or 
economic income, and may reason- 
ably be regarded as wholly avail- 
able for distribution. If profits are 
determined by the second method, how- 
ever, portion of the profits needs to 
be set aside in order to finance the re- 
placement of stocks and fixed assets at 
the higher prices; profits determined 
on this basis cannot all be distributed 
during inflation without endangering 
financial stability. 


The financial difficulties of Aus- 
tralian companies in the post-war 
period can be attributed directly to the 
fact that, in general, the second method 
of accounting and pricing has been 
used. If current costs have been 
adopted both for accounting and pric- 
ing purposes, the level of “profits” re- 
corded would have been approximately 
the same, but would have represented 
income available for distribution after 
Maintaining intact the real productive 
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resources of companies. The replace- 
ment of stocks and fixed assets at 
higher prices would not have imposed 
financial strain on the companies con- 
cerned, because funds would have been 
automatically earmarked for this pur- 
pose as a result of the accounting pro- 
cedures employed. However, with 
conventional methods of accounting, 
i.e., methods based on historical cost, 
profits represent income derived after 
maintaining infact the originally con- 
tributed money resources of com- 
panies. In order to replace assets at 
higher prices under these circum- 
stances, without running into the dif- 
ficulties that result from undercapital- 
isation, it is necessary for companies 
either to raise additional funds in the 
capital market or to plough back pro- 
fits into reserves. 


The revaluation response to inflation 


In the post-war Australian economy, 
most companies have found it neces- 
sary to pursue both policies. Their 
ability to plough back profits has been 
affected by high rates of taxation, 
based on the profit figures derived by 
conventional accounting procedures. 
Accordingly they have sought a sub- 
stantial supply of new funds from the 
capital market. Associated with the 
raising of fresh capital has been a 
phenomenon that may be regarded as 
a direct response of Australian com- 
panies to inflation, viz., the revaluation 
of fixed assets. An examination of the 
balance sheets of South Australian 
public companies showed that more 
than a third of them had adopted this 
procedure. The revaluations were 
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usually confined to freehold land and 
buildings and were carried out on a 
once-for-all basis. The writing up of 
asset values was usually accompanied 
by the creation of an “Asset Revalua- 
tion Reserve” or by a bonus share is- 
sue to equity shareholders. 


The reasons for the revaluation re- 
sponse to inflation seem to have 
been: 

(a) the desire to protect existing 
equity shareholders prior to the 
raising of additional funds in 
the capital market; 


the view that asset values should 
be made more “realistic” in a 
time of rapid changes in the 
price level; and 


the psychological and political 
advantages accruing from the 
fact that future earnings would 
be related to more reasonable 
figures for paid-up capital. 

Revaluation did not reduce the 
burden of taxation, and usually com- 
panies did not intend revaluation to be 
a means of increasing depreciation 
charges and thereby providing funds 
for subsequent replacement (although 
this was sometimes done as a corollary 
to the revaluation). 


Other action by Australian companies 


Although the revaluation of fixed as- 
sets was not carried out in order to 
offset the financial effects of inflation, 
most companies were aware that a 
problem existed. A perusal of the an- 
nual reports of South Australian com- 
panies during the post-war period has 
revealed many instances where com- 
pany chairmen have drawn attention 
to the “capital erosion” problem. For 
example, the chairman of a large ship- 
ping company stated in 1952: 

The excessive cost of new ship construc- 
tion and the burden of taxation on amounts 
set aside for replacements, necessitate a con- 
servative financial policy. Building costs 
continue to rise and it is clear that deprecia- 
tion based on the cost of vessels at present in 
existence will not provide the funds necessary 
to replace them at the end of their useful 
lives. On the basis of twenty-five years’ life, 
the replacement of vessels to the extent of 


(b) 


(c) 
















about 3,200 tons each year must be provided 
for, involving on present day cost of cargo 
tonnage, an annual provision of £320,000 
either by way of depreciation or special ap- 
propriation against additional cost of replace- 
ment. If shareholders are not safeguarded 
in this way by a reservation of profits each 
year, the inevitable result would be that when 
the Company’s existing vessels are worn out 
the necessary funds to replace them would 
not be available. 

This statement shows an awareness 
of the financial difficulties involved in 
replacing fixed assets during a period 
of inflation, and the remedial action 
that has been undertaken—the appro- 
priation of profits to provide sufficient 
funds for replacement at higher costs 
—is in line with the recommendations 
of professional accountancy bodies in 
Australia, the United Kingdom and 
U.S.A. 

Retail and wholesale trading com- 
panies, as well as most manufacturing 
companies, have more reason to be con- 
cerned with the financing of stocks. 
The chairman of a large Adelaide de- 
partment store said in 1950: 

. .. it is a matter of grave concern that 
during the year the cost of goods purchased 
by the Company has generally continued up- 
wards, due to increases in costs of raw 
materials and higher wages and expenses in 
all sections of industry. This is reflected in 
the higher figure at which stock-in-trade ap- 
pears in the current Balance Sheet. In ar- 
riving at the figure disclosed, the Directors 
have made some provision against possible 
future losses if there should later be a sharp 
decline in commodity prices generally. 

_ This statement provides an interest- 
ing contrast with that of the shipping 
company chairman, not only because of 
differences in the relative importance 
attached to fixed assets and stocks, but 
also because different remedial action 
is taken. Whereas the shipping com- 
pany dealt with the problem by mak- 
ing disclosed transfers to reserves, the 
department store created secret re 
serves by writing down stock values by 
undisclosed amounts. The statement 
also emphasises the possibility of future 
loss rather than the immediate finan- 
cial burden imposed by inflated prices, 
but these are really two sides of the 
same coin. Indeed, the financial crisis 
of 1952 and the recession in prices that 
occurred in that year impressed on 
businessmen, as nothing else could 
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have done, that profits calculated on 
the basis of inflated stock values could 
not be regarded as wholly available for 
distribution. A small South Australian 
wholesale trading company, which 
previously had made insufficient ap- 
propriations to reserves out of profits, 
was forced to write off substantial 
stock losses against current profits in 
1953 and consequently recorded a large 
overall loss. In subsequent years the 
company has taken appropriate action 
to prevent a recurrence of the difficul- 
ties experienced at this time. 


Although many companies failed to 
appreciate the urgency of the financial 
problems created by the inflation, most 
were aware that such problems existed 
and attempted to deal with them. The 
techniques adopted may be classified in- 
to two broad groups and are epitomised 
by the shipping company and the de- 
partment store mentioned above. 


Disclosed transfers to reserves 


The first approach may be regarded 
as the orthodox one, since it accords 
with recommendations of professional 
accountancy bodies. This approach! 
recognised the problem of inflation as 
one affecting financial policy rathe 
than accounting procedures, and in- 
volved the allocation of profits to 
special reserves, e.g., “special deprecia- 
tion reserves”, “reserves for replace- 
ment of fixed assets”, “special stock 
reserves”, “stock revaluation reserves”. 
In addition, many companies which 
made no allocations to specific reserves 
indicated their recognition of the prob- 
lem by increasing allocations to general 
reserves. The important thing to) 
note in connexion with this procedure} 
is that the transfers to reserves were) 
clearly disclosed in the accounting re- 
ports, so that the profit statement and 
balance sheet were not distorted as al 


' 
; 


result of the action taken. i 


Creation of secret reserves 


The second approach involved the 
creation of secret reserves. Since ac- 
counting profits, as measured by con- 
ventional accounting procedures, were 
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inflated by amounts representing stock 
and fixed asset appreciation, many 
companies solved the problem of rising 
replacement values simply by writing 
down profits via undisclosed transfers 
to secret reserves. There were several 
ways in which they were able to do 
this. Firstly, they increased deprecia- 
tion charges in the profit statement 
proper by undisclosed amounts. Ac- 
celerated depreciation, as this is called, 
was encouraged during the post-war 
years by the initial depreciation allow- 
ances which were permitted for tax 
purposes until 1951-2. A technique 
with similar effects involved the writ- 
ing off of capital expenditure against 
revenue. Secondly, many companies 
slashed closing stock values by undis- 
closed amounts. During an inflationary 
period whenever the balance sheet of a 
company records stock “at cost or 
lower” or “at cost or valuation” it is 
a reasonable inference that profit fig- 
ures and recorded stock values are 
arbitrary or fictitious. Finally, many 
companies wrote down profits by pro- 
viding for liabilities or “contingen- 
cies” that did not exist. 

In most cases the magnitude of the 
secret reserves may only be guessed 
at, but one of the largest South Aus- 
tralian companies distorted its profit 
figures and balance sheet values on a 
breath-taking scale. On the occasion 
of a new capital issue in 1955 the 
underwriters, after examining the 
capital, profits and dividends of the 
company since 1948, made the follow- 
ing statement: 


An analysis of the disclosed tax provisions 
in relation to the rates of tax applicable each 
year suggests that during the period, inter- 
nal reserves, provisions and contingencies 
must have increased to the same extent as 
have the disclosed reserves.’ 

The actual profit for the 1954 year can be 
easily assessed when it is realised that the 
amount of taxation represents 7/- in the £1 
of profits. 


If the calculation suggested by the 
underwriters is carried out, it will be 
found that taxable income minus tax 
provisions in 1954 was £1,145,000, 


1. The disclosed reserves of the company 
were recorded as having increased by 
£1,268,000 during the period! 
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compared with a disclosed profit figure 
of £678,000. There is plenty of evi- 
dence that this is not an isolated case. 
Because tax provisions themselves may 
incorporate undisclosed reserves it is 
often difficult to compute taxable in- 
come as a basis of comparison with 
disclosed profits, but in nearly every 
case where this can be done with 
reasonable confidence, it will be found 
that the former exceeds the latter. 
Another South Australian manufac- 
turing company, for example, reported 
a net profit of £213,000 after tax in 
1955, compared with a provision for 
taxation of £215,000. Clearly, either 
profit was drastically understated or 
the taxation provision was overstated. 


Although companies were able, by 
means of these transfers to secret re- 
serves, to maintain financial stability 
during the inflation, the means they 
employed must be condemned as 
thoroughly obnoxious both in theory 
/ and practice. On accounting grounds 


the distortion of profits and balance 


sheet values must be deplored because 
of the uncertainty, arbitrariness and 
perversion of the truth introduced into 
the profit measurement process. The 
creation of secret reserves in the man- 
ner outlined also makes it impossible 
to assess the efficiency of management; 
although disclosed profits are under- 
stated, so are funds employed, and 
there is no way of ascertaining the 
actual rate of return. Finally, the 
writing down of profits and asset 
values misleads shareholders and in- 
vestors. Market values of shares 
move out of line with real earning 
power and with real net asset values, 
and there is room for manipulation of 
share values by unscrupulous direc- 
tors. This factor has also contributed 
to the spate of take-over offers which 
has played such an important role in 
the Australian capital market during 
the last few years. 


Recommended procedure for companies 


All these disadvantages could be 
overcome if companies were to adopt 
the first approach, and disclose clearly 
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their allocations to reserves to provide 
for rising replacement costs of stocks 
and fixed assets. It is suggested that 
the size of the allocations necessary 
should be determined in the following 
way: 

(a) opening stocks should be re 
valued at closing prices, and the 
difference between the figure so 
obtained and the original value 
of opening stocks may be taken 
as the stock appreciation which 
has occurred during the period. 
This is the amount that should 
be transferred to the stock re 
placement reserve; 


by means of an appropriate in- 
dex, eg., the Commonwealth 
Bank import price index or 
suitable domestic indexes,? the 
approximate rise in replacement 
cost of each fixed asset since it 
was first installed should be ap- 
plied to the depreciation figure 
for that asset in order to ascer- 
tain the amount that should be 
transferred from the appropria- 
tion account to the fixed asset 
replacement reserve. 


Result of questionnaire enquiry 


A study group (composed of mem- 
bers of the Economics Department of 
the University of Adelaide and the 
South Australian Division of the Aus 
tralian Society of Accountants) has 
tried to ascertain the action taken by 
South Australian companies in re 
sponse to inflation. The published re 
ports of companies naturally throw 
little light on the extent to which the 
secret reserve approach has been used. 
To overcome this difficulty, question 
naires were sent to all South Aus 
tralian public companies (other that 
financial and mining companies) 
known to the Stock Exchange. The 
questionnaires sought information oD 
the action taken by companies, be 
tween 1945-46 and 1953-54, to counter 


2. For example, see An Index of Australian 
Manufacturing Production, paper presen 
by Dr. S. P. Stevens to Section G of the Aus 
tralian and New Zealand Association for 
Advancement of Science, Canberra, January, 
1953. 
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act the effects of inflation on their 
finances. The investigation has not 
yet been completed, but sufficient evi- 
dence is available to indicate the pat- 
tern of action. 


Of the 78 companies to whom ques- 
tionnaires were sent, 20 replies and 10 
refusals have so far been received, and 
the following industrial distribution of 
companies replying suggests that they 
constitute a reasonable sample of all 
South Australian Pyne companies: 

otal 


Industrial Group Companies — 
Manufacturing . 36 


Wholesale . Retail 
. fF erege 32 8 
Me St ae so ee os Ge ee 3 


78 20 
From the point of view of size distri- 
bution the sample may also be re- 


garded as reasonably representative. 
Table I summarises the action taken. 


Of the seven companies which re- 
valued fixed assets during the period, 
only two subsequently increased their 
depreciation charges as a result of the 
revaluation. 


Disclosed transfers to reserves from 
the appropriation account were made 
by seventeen companies, but only six 
companies established specific replace- 
ment or revaluation reserves (of these, 
two companies also made transfers to 
general reserves). Most of the com- 
panies which made transfers to gen- 
eral reserves indicated that they were 
influenced in so doing by the effects of 
inflation on their financial position. 


Fourteen companies claimed initial 
depreciation allowances, and nine of 
these included initial allowances with 
ordinary depreciation in their books 


TABLE I 


Action Taken by Companies 
No. of 
Companies 
1. Revaluation of fixed assets . .. .. 7 


2. Disclosed transfers to reserves— 
(a) Asset replacement reserves .. 3 
(b) Stock revaluation reserves .. 8 
(c) General reserves .. .. .. .. 18 


8. Creation of secret reserves— 
(a) Initial depreciation allowances— 
(i) par for taxation an 
14 
company’s ’s 


pose tag 
(ii) Tcoréidl in 
books 


Accelerated ‘depreciation Ba 
Capital expenditure written 
off against revenue .. 
Stocks written down below 
cost or market .. 

Other undisclosed transfers, 
e.g., to tax provisions .. .. 





of account and published reports. 
Companies which made disclosed trans- 
fers to reserves did not always record 
initial depreciation allowances in their 
books, whereas companies which made 
no transfers to reserves invariably did 
so. If initial allowances be excluded 
in this context, eleven separate com- 
panies created secret reserves. The 
principal techniques adopted were ac- 
celerated depreciation, writing off capi- 
tal expenditure against revenue, and 
reduction in stock values below cost or 
market. 


Table II provides an indication of 
the relative importance of the two ap- 
proaches that have been distinguished. 


The table is incomplete because some 
companies did not supply figures for 
the writing down of stock values. In 
addition one cannot be sure that all 
companies, in replying to the question- 
naire, have revealed the full extent of 
their allocations to secret reserves. 





TABLE II 
£000 


1945-6 1946-7 1947-8 1948-9 1949-50 1950-1 1951-2 1952-3 


Disclosed transfers to 


reserves .... 83 80 214 


Creation of secret re- 
te as ba aa as 39 56 31 
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1953-4 


145 190 825 174 238 425 


92 161 198 321 190 132 
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Trends in taxable income and published 
profits 


A more reliable measure of the ex- 
tent to which companies have made un- 
disclosed transfers to reserves may be 
obtained by comparing trends in tax- 
able income with trends in published 
profits. Figures for the former have 
been obtained from the reports of the 
Commissioner of Taxation, while a 
sample of 130 companies provided fig- 
ures for published profits. The com- 
parison is shown in Table III. Un- 
fortunately many companies do not 
disclose their current provision for 


taxation and the comparison has 
therefore been made in terms of profits 
net of tax. 


Although there are conceptual dif- 
ferences between taxable income and 
accounting profit, it is clear from 
Table III that companies in the aggre- 
gate substantially understated profits 
in their published reports in order to 
offset the effects of inflation. How- 
ever, even though this action was sup- 
plemented by disclosed transfers to re- 
serves, the financial difficulties which 
companies encountered as a result of 
the inflation suggest that the action 
taken was inadequate. 








TABLE III 
Taxable Income and Published Profits 


1945-6 1946-7 


Taxable income minus tax as- 
sessed 1945-46=100 . . 

Published peat on of Desa 
1945-46=100 .. . 


100 125 


100 115 


1947-8 1948-9 1949-50 1950-1 1951-2 


166 186 221 305 311 


140 152 174 225 227 





Australian Society of Accountants 


VACANCY FOR EXAMINERS 


Applications are 


invited for appointment as 


Examiners in Commonwealth Income Tax Law and 
Practice and in the second paper of Advanced 
Accounting of the new syllabus of the Society, com- 
mencing with the October, 1956, examinations. 

The duties of the Examiners will include the set- 
ting of one question paper for each half-yearly 
examination, and the marking of answers submitted 
by candidates in all States. 

The remuneration will be in accordance with a 
scale of fees determined by the General Council. 

Further particulars of duties and the scale of fees 
will be supplied by any State Registrar, upon receipt 
of a request in writing. 

Applications, containing full particulars of quali- 
fications and experience, must be lodged with the 
General Registrar of the Society, 37 Queen Street, 
Melbourne, C.1, not later than 15 April, 1956. 


The Australian Accountant, February, 1956 





The second and concluding part of the 
Australian Society of Accountants Lec- 
ture delivered in the University of 
Western Australia on 2 November, 
1955. The first part of this paper ap- 
peared in the January issue. 


THE FORM AND FUNCTION 
OF BOARDS 


OF DIRECTORS 


R. Keith Yorston 


[X order to ascertain salient features 
concerning the composition of boards 
of directors in Australia, and other 
matters ancillary thereto, data was 
collected from 340 companies. The in- 
formation has been obtained only from 
public companies listed on the stock 
exchanges. The survey was a random 
one, companies being circularised and 
asked to complete a questionnaire. 

Replies were received from 340 com- 
panies having a total directorship of 
1,784 persons and these form the basis 
of the survey which follows. The com- 
panies selected were those appearing 
in Rydge’s Year Book for 1954 from 
M to Z (this section was chosen merely 
in order that it would not overlap with, 
and thus comprise, companies included 
in any of my previous company sur- 
veys) omitting those companies in 
Western Australia, New Zealand and 
overseas in order to achieve quicker 
replies; in addition some question- 
naires were completed on behalf of 
me companies by business associ- 
ates. 


Size of board 

As in the previous survey made, it 
appears that five is the popular num- 
ber of members of a board of direc- 
tors in Australia. The boards of the 
340 companies surveyed had the num- 
bers of directors shown in Table II. 

It will be noted that the largest num- 
ber of members comprising a board 
was fifteen. Overseas this number is 
frequently exceeded in large companies. 
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TABLE II 
Board Membership in 340 Australian 
panies. 
Number of 
Companies 


30 
78 
112 


Number of 
Directors on 
Board 


(os) 
= 
Oo 








The size of the board and the respec- 
tive ages of its directors will deter- 
mine, largely, how frequently it will 
be necessary to appoint a new director. 
In making new appointments to a 
board it is essential that a “balance” 
be retained as to the ages of the mem- 
bers of the board in order to prevent 
considerable changes in membership 
occurring at the one time. One impor- 
tant feature in retaining the balance 
mentioned is the age distribution of 
the members of the board and this as- 
pect is dealt with under a later head- 
ing. 


Executive and outside directors 

In the 340 companies surveyed there 
was a total directorate of 1,784 direc- 
tors of whom 668 were full-time execu- 
tive directors and 1,116 “outside” 
directors. 





BOARDS OF DIRECTORS 


In a previous random survey made 
of the composition of the boards of 130 
companies it was disclosed that the 
average directorate of public com- 
panies listed on the stock exchanges 
was composed of five to six members 
and that approximately two of these 
were full-time executive directors and 
something less than four were part- 
time directors. The current survey 
shows little difference in result from 
the former one. 


Of the 340 companies it was of in- 
terest to note that 13 companies had 
no outside directors at all and 80 com- 
panies had no executive directors. In 
my previous survey of 130 other com- 
panies I found that 12 companies had 
no “outside” part-time directors and 
24 companies had no executive direc- 
tors. 


Desirability of executive directors 

The main argument in favour of 
full-time executive directors is their 
intimate knowledge of the company’s 
business, and first hand participation 
by executives in the making of the 
policy of the company which is their 
primary interest must tend towards a 
better execution of those policies by 
management. A disadvantage is that 
such directors often have less indepen- 
dence than outside directors, and if 
all of the board are executive directors 
the company lacks an outside point of 
view on many important questions. 


Desirability of outside directors 

The main advantage attributed to 
the outside directors is a_ better 
balanced judgment acquired from act- 
ing on a number of boards of directors 
and the possession of an independence 
which the full-time director does not 
have. A disadvantage may be the dif- 
ficulty of locating satisfactory outside 
directors and the fact that such direc- 
tors often adopt a conservative view. 

If the executive members of a board 
are predominant the query is whether 
the board occupies a position indepen- 
dent from management, which it is as- 
sumed to occupy, and is thus in a posi- 
tion to do what it is supposed to do as 


regards directing management. Re 
ference was made previously to a 
“balance” being retained as to the com- 
position of the board. It is suggested 
that the proportion of executive and 
non-executive directors is an important 
factor in retaining such “balance.” 


The use of associate directorships as 
a means of preparing executives for 
eventual full board membership status 
is a matter that requires consideration 
although details of this development 
were not provided for in the question- 
naire. The appointment of associate 
directors should enable a blending of 
the enthusiasm and vigour of younger 
members with the more mature mem- 
bers of the board without committing 
the company to the appointment of 
full directors. An associate director- 
ship also affords an opportunity of see 
ing how a person fits in and becomes 
one of a team. 


Female directors 

Although females may be popular in 
other walks of life they do not appear 
to be so on the boards of public com- 
panies listed on the stock exchanges. 
Only seven companies of the 340 sur- 
veyed had a female director. Of 1,784 
directors only seven were women. 


Executive positions of full-time direc- 
tors 

As was expected, the full-time ex- 
ecutive directors occupied a multi- 
plicity of positions within the com- 
pany, the positions held ranging from 
Chairman of the Board and Managing 
Director (combined) to such jobs as 
clerk, order man, and factory foreman. 
In order of frequency the classification 
of the 668 executive directors of the 
340 companies was as shown in Table 
III. 

Numerous titles had limited applica 
tion to a specific type of company com- 
pleting the questionnaire and are of 
little significance because of the pos 
sible few companies of the type recelv- 
ing the questionnaire. Some of these 
titles were Export Director, Fashion 
Director, Property Director, Service 
Manager, Customs Manager, Grocery 
Manager, Yard Manager, etc. 
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Unusual, to my mind, were the fol- 
lowing titles of executive directors: 
Chief Executive Director, Executive 
Director, Advisory Director, Adminis- 
trative Director, Clerk, Factory Fore- 
man, and Order Man. 





TABLE III 
Positions Held by Executive Directors. 


Managing Director* .. .. .. ., .. 228 
General’ Managerf <:.' :. .. <.'.. % 
Sales Diredher ies. le. Ge a 
eee Pee ks FH cece te 
meenen Dipetter .. ..°.. -. -. §& 
Branch Managert .. .. .. .. 81 


Sepertnanted Menage. i Director) 
Secretary .. .. 
Manager .. . : 
Chairman of the ‘Board os a 
Works and Factory Director sat? @ 
Works and Factory Manager .. 13 
Production Director .. .. .. .. 8 
Production Manager .. .. .. .. 10 
Chairman and mene eer EETR 
(combined) .. : 
Finance Director .. .. .. 
i Manager... . 


Merchandise Director .. 
Merchandise Manager . . 


Assistant Manager .. 

i panera oily 
Technical Director oa ca ee 
Engineer .. .. pis ws 


eg: ne ll 

ce Manager . 

Accountant .. . 

Buyer .. .. 

*Including managing divester of 


subsi- 
iaries, assistant managing director and 
similar titles. 
fIncluding assistant general manager. 
tIncluding branch general manager, assis- 


tant branch manager. 








It would seem that the greatest 
claim to board status is made, and re- 
cognised by companies, by the senior 
sales and marketing executive of the 
company. Perhaps the company’s 
customers are more inclined to deal 
with a “director” than an executive, 
and in many companies the chief sales 
executive has more contact with the 
external affairs of the company than 

any other person from the com- 
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pany other than the managing direc- 
tor or general manager. 

The difficulty with appointing any 
executive to board status is to deter- 
mine whether other executives should 
likewise be promoted; in a manufac- 
turing company, for instance, should 
the production executive be added to 
the board if the sales executive is ad- 
ded thereto? To go on, should also 
the accounting expert be added? Here 
again the balance of the different in- 
terests is the important factor to be 
borne in mind in making additions to 
the board. 


Qualifications of outside directors 

The 340 companies answering the 
questionnaire had a _ total outside 
directorate of 1,116 persons. The re- 
lative order of frequency of qualifica- 
tions deemed to be possessed by these 
persons was as shown in Table IV. 





TABLE IV 
Qualifications of Outside Directors. 
Accountant . i. te a. ee 
Prominent Business Man* .. .. .. 239 
Solicitor .. 107 
Knowledge of Technical Details « of 
Company .. ae 
Large Shareholding MOGs ka ae 
Engineer .. .. oy 
Company Directort . ceeatites iil 
Retired and Investor .. .. .. 
Share Broker .. 
Grazier and Pastoralist . 
Retired Banker .. .. .. 
Merchant .. .. 
Physician .. . 
ee ee as “eaela 
Estate Agent .. ..... 
Secretary .... . ceva 
*I would suggest that " the classification 
“prominent business man” is suspect for the 
reason it appenres in my questionnaire as a 
suggested classification and several companies 
made no other attempt at classification than 
to say that all the board were prominent busi- 
aes men and I suggest others adopted this, 
art, as an easy means of classi cation. 
ir oessnesiiy this classification is intended 
to refer to the “professional” director. 








The other vocations given included: 
Farmer 3; Builder and Contractor 3; 
Architect 3; Sales Manager 2; Ship- 
ping Manager 2; Insurance Broker 2; 
Chemist 2; Marketing Expert 2; 
Senator 2. 
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In the 1,116 directorships one only 
of the following was given as a 
qualification: Surveyor, Manufacturer, 
Journalist, Manufacturers’ Agent, 
Metallurgist, Auctioneer, Economist, 
Paper Merchant, Maltster, Trustee 
Company Manager, Foundry Manager, 
Shipowner, Business Agent, Wool 
Broker, Importer, Consultant, Poli- 
tician, Ex Premier, Entrepreneur. 


Perhaps it would not be wrong to 
infer from the results of the question- 
naire that a well balanced board should 
possess at least one member competent 
in finance and accounting. There cer- 
tainly seems an increasing trend to- 
wards the appointment of persons so 
qualified to the boards of public com- 
panies. The preponderance of account- 
ants serving on boards of directors is 
not surprising. Taxation as well as 
the need for modern accounting tech- 
niques, as an aid to both management 
and the board, demand accounting as- 
sistance. It is obvious that a know- 
ledge of accounting is deemed a desir- 








TABLE V 
Years of Service on the Board. 


No. of No. of 
Directors Years 
107 26 


111 
118 
154 
201 


No. of 
Directors 


No. of 
Years 


Samal 


os 
ACR EPSPS ayes 


~ 

«J 
won 
Cor 


Not Answered 
TOTAL 


1784 


—_—— 


able quality for a director to possess, 
Accountants, particularly, and_ legal 
men less so, become acquainted with 
the conduct of so many different busi- 
nesses that their services as members 
of a board become desirable. They 
are often able to draw on experience in 
other businesses which provides a 
guide to the answer to a problem being 
discussed at a board meeting. 


Many companies deem it desirable, 
some necessary, to have on the board 
a person with legal training. The need 
in many types of business is obvious. 
Often accounting and legal associates 
of board members are looked upon as 
desirable additions to the board, where- 
as other business associates may be 
viewed as being too closely associated 
with the company’s interests to be 
added to the board, e.g., suppliers of 
raw materials, or they may even be in 
direct opposition. 


I was surprised that more directors 
did not fall under the classification of 
possessing “Knowledge of Technical 
Details of Company.” In many indus- 
tries it would appear to be highly de- 
sirable that at least one member of the 
board should have specialist knowledge 
of the major activities in which the 
company is engaged, or is it that the 
executive directors are solely relied 
upon for this knowledge? If outside 
accountants are necessary, one would 
have expected it to be deemed neces- 
sary to have at least one outside person 
possessing technical knowledge of the 
company’s operations. 


Share brokers, pastoralists and re- 
tired bankers were not expected by me 
to figure so largely in the classification. 


The growth of our secondary in- 
dustry is, I suggest, reflected in the re- 
latively high proportion of engineers 
serving on boards of directors. Sur- 
prisingly little use appears to be made 
of members of other professions. 


Reference has been made to maint- 
taining a balance on the board, and one 
important factor to be considered is 
the representation of the different 
functions and interests on the direc- 
torate. 
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Chairman of the board 
I did not expect 122 companies out 
of the 340 completing the question- 
naire to have a full-time executive 
Chairman. But the results of the 
questionnaire were as follow: 
Inside Chairman .. 122 
Outside Chairman . 217 
Not Answered ........ 1 


340 


No. of Companies .. .. .. 


Length of service on board 

This question could not readily be 
answered by many companies without 
reference to records and thus was 
probably not so well answered as other 
parts of the questionnaire. A number 
of companies, without giving the ap- 
propriate data required, replied “from 
the inception of the company”; “since 
incorporation”; “for several years”; 
_— conversion to public company,” 
etc. 

The tabulation of years of service is 
given in Table V. 


Committees of board 


Of the 340 companies completing the 
questionnaire only 96 delegated any 
matters to committees.* Several 
companies had more than one commit- 





23. In the case of corporations having 
world-wide interests the method of control 
often differs from that exercised in local 
companies. Companies having such wide in- 
terests, and General Motors-Holdens Limited 
is an example, find it necessary within the 
strict limits of local legal requirements and 
with due regard to questions of public policy, 
to so arrange that any matters of major im- 
portance conform to the general direction of 
the virtual proprietors of the Company, 
whose outlook is based upon considerations 
that will best co-ordinate and protect their 
extensive interests. So far as the purel 
domestic day-to-day operating is poles | 
General Motors-Holdens Limited have found 
it most effective to conduct affairs by delegat- 
ing specific responsibility and authority to a 
Series of operating committees, each under 
the chairmanship of an operating director 
who is usually the one most intimately ac- 
quainted with the particular phase of the 
business before the committee. The commit- 

meet in regular or, if warranted, speci- 
ally convened sessions to plan, and administer 
business affairs. This leaves the Board when 
it meets free to deal with formal business. 
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tee. The order of the reference to 
committees was as follows: 
Committees 
Share (Transfer) Committee . 
Management (or Executive) Com- 
DL. cit cir tc ce be adaenkes. “ae 

Finance and/or Budget Committee 17 

Special Requirements Committee .. 10 

Salaries Review Committee 

Production Committee 

Building Committee .. .. .. .. . 

Advertising Committee .. .. .. .. 

Merchandising Committee .. me 

Other committees named were: In- 
vestment, Sales, Styling (obviously a 
fashion organisation which also had a 
production committee), Motor Vehicles, 
Technical, etc. In addition nine com- 
panies apparently had a Committee of 
Directors, without a title, apparently 
to undertake work on behalf of the 
board. 

It is surprising that more companies 
do not delegate to a committee the 
handling of the detail share transac- 
tion work. In some quite large com- 
panies the share transfer work is, of 
course, not of sufficient volume to re- 
quire such a committee. The manage- 
ment and executive committees ap- 
parently have various matters dele- 
gated to them—probably most. Other 
than the share committee and the 
finance committee, no other type of 
committee appears to be popular. 
Several companies with very large 
capital structures did not have any 
committee at all. 

In the 340 companies answering the 
questionnaire only two companies had 
more than three committees and in 
these two companies the following 
were the committees: (a) Production, 
Sales, Advertising and Finance; (b) 
Finance, Development, Plant and 
Buildings, and Share Transfer. 


Companies 
ibe 


Board meetings 

It is apparently usual for the board 
of directors to meet about once a 
month. The information on this mat- 
ter disclosed by the replies was as 
shown in Table VI. 

Board meetings are only one method, 
albeit an important one, by which 
directors serve the company and there- 
fore the number of meetings held is 
only one guide to the attention being 
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given to the affairs of the company by 
the members of the board. 





TABLE VI 
Number of Board Meetings. 
No. of No. of f 


No. o 
Meetings Com- Meetings 
per Year 


No. of 
Com- 


panies 
12 


panies per Year 
2 5 


1 19 
16 


16 


CO oh CO CO 


ne 


Not Answered 


| 3 
ie<) 
eal eo 


i] 
re 
fo) 


8 niin td 


| 








Capital (shareholders’ and loan) 

Of the 340 companies returning the 
questionnaire thirteen did not supply 
this information but the balance of 
companies had substantial shareholders’ 
and loan capital amounting to approxi- 
mately £450 million. The average 
capital of the 327 companies resulting 
from this total indicates that some 
large business empires were included 
in the survey. 


Share qualification of directors 

The early history of limited com- 
panies already referred to showed that 
directors were originally the owners of 
a business which had been converted 
into a company and thus the directors 
had a substantial share interest in the 
company. In addition directorships 
were usually offered to men having a 
substantial stake in the company and 
who would thus be more likely to give 
sound attention to the affairs of the 
company and at the same time watch 
over their own interests. The growth 
of the company as a means of business 
proprietorship and the growth in the 
size of individual companies has 
changed this, so that nowadays an in- 
dividual director does not usually pos- 
sess a large shareholding. The results 
of the questionnaire indicate quite a 
wide divergence in the minimum share 
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qualification requirements of com 
panies. The fact that in a large num. 
ber of companies only a nominal share 
qualification is deemed necessary is 
evidence of the changed viewpoint. 
For purposes of comparison all share 
holdings are expressed as the equiva 
lent of £1 Shares. The result of the 
questionnaire is shown in Table VII. 





TABLE VII 
Directors’ Share Qualifications. 
Share Qualification. No. of 
£1 Share Companies 
OGL i tow rth 
a ncn wk tt gh ea dae 
ee ee oe re i Won ee 
BP SPRERE VAS OA IDS LF 
OOP. 6.05 
Dee. «> 
300 . 
375 . 
400... 
cad 
750 .. 
800 . 
1000 .. . 
ae ne een oe 
Not Answered .. 


0 er ae ee 


~ 
to mo co 
onaicore Sa > SSraBuerrn 


iJ) 
oS 
o 





Ages of directors 

I am sure the ages of directors as 
disclosed will prove interesting if not 
instructive. Obviously the maturity 
which only age seems to bring is ap 
preciated as an important factor to be 
possessed by board members. Direc 
tors require a detached and experi- 
enced view in order to mould general 
policy and age apparently aids in 
achieving this effectively. The ages 
of directors in the companies surveyed 
are shown in Table VIII. 


TABLE VIII 
Ages of Directors. 
No. of Age 

Directors 
1 


3 
19 
29 
123 
157 
323 
289 
279 1 
228 Not Answered 104 
140 —— 
1784 





No. of 
Directors 
48 


Total 
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EDUCATIONAL POLICY 
A SUGGESTION 


R. J. Chambers 


E general body of members of a 

professional association may well 
lose interest in the requirements for 
entry once they have been admitted. 
The ordinary demands on many a 
practitioner’s time may be so heavy that 
he has not the opportunity even to con- 
sider whether his juniors are obtain- 
ing a useful training for their voca- 
tion, much less to consider what is the 
best training. This latter question is, 
nevertheless, a live one, in spite of the 
lack of publicity given to the views of 
those who frame educational policies 
for the accountancy profession. 


The profession is not lacking in 
members who question the adequacy of 
existing syllabi to produce capable, 
knowledgeable and thoughtful _re- 
cruits. But their questioning seems to 
be ineffectual for the want of adequate 
discussion in the official journals. 
Knowledge of the educational policies 
of professional associations is also of 
critical importance to those who have 
assumed the role of teachers; for, un- 
less they have been acquainted with 
the principles underlying the changes 
and prospective changes in the syllabi 
of the associations, they have no way 
of planning to meet those changes, and 
no way of testing their own ideas on 
the education of accountants. The 
number of teachers and research work- 
ers in the colleges and universities is 
increasing, and it is not improbable 
that some of them will find the existing 
syllabi of the professional bodies to be 
much less than they believe to be ne- 
cessary. Ideally there should be some 
means for constant and continuous 
consultation between the education 
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committees of the associations and the 
teaching profession—not so much for 
the purpose of ensuring that educa- 
tional institutions conform with the 
requirements of the professional insti- 
tutions, as for the purpose of advanc- 
ing the level of education and compe- 
tence of those who seek to enter the 
profession. 


Possible sources of policy 


In the absence of explicit state- 
ments of educational policy, one can 
only speculate upon the kinds of 
criteria which are adopted by the edu- 
cation committees. There seem to be 
at least three distinct sources from 
which the contents and changes in the 
contents of the accountancy curriculum 
may arise. 

Firstly, the course may be dictated 
by what it has long been customary to 
require. This is the least justifiable 
reason for any programme of study. 
Tradition is a valuable thing for some 
purposes, but to pay too great a re- 
spect to the decisions of our profes- 
sional forbears implies disregard for 
the changes which have occurred in the 
content of the subject and in the en- 
vironment in which it is practised. The 
changes in both have been consider- 
able. 

Secondly, the course may be in- 
fluenced by practical needs, by the 
growing requirement of particular 
skills. This has an obvious rationale. 
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But it has also some defects. A course 
which overemphasises particular skills 
may leave in the mind of the student 
no clear idea of the general basis of the 
subject, no concept of unity or relation- 
ship between different parts of the 
subject matter, and no general con- 
cepts to which he may have recourse in 
novel situations. Further, no curri- 
culum can possibly cover all the special 
types of enterprise for which varia- 
tions from the general pattern of ac- 
counting are necessary. Those which 
come to be included cannot necessarily 
be considered as typical or as the most 
important; they are quite possibly 
those which have attracted attention 
among accountants about the time of 
their introduction, or those which have 
particularly concerned those members 
of the profession who have a control- 
ling influence on the syllabus. 


Thirdly, the course may be designed 
to give effect to certain concepts of 
professional education and competence. 
What these concepts may be will ap- 
pear at a later stage, but it seems to 
be incontestable that all changes in the 
subject-matter required to be studied 
should, in some way, contribute to the 
development of a syllabus which in- 
culcates a wide understanding as well 
as a particular expertise. The profes- 
sion is well acquainted with piecemeal 
changes in the curriculum, but many 
of those changes suggest that expedi- 
ence, or the feeling of having to do 
something different, here and now, has 
exercised a greater influence than pro- 
longed reflection on what is necessary 
or desirable from the general view- 
point of the profession. 


There may be sources other than 
these three, but they appear to be the 
principal ones. No single source of 
ideas may be considered to be the sole 
justification for any of the observed 
changes in the syllabi. A decision to 
change a syllabus is likely to be based 
on all three, but much greater weight 
appears to have been attached to the 
first and second than to the third. This 
was to be expected. The development 
of courses of study must follow the de- 
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velopment of subject matter. As the 
writers on bookkeeping and accounting 
have, until relatively recent years, 
been concerned predominantly with 
practical procedures, practical pro- 
cedures were all that could be made 
the subject of examination. The re 
action of examiners, confronted with 
the task of designing a syllabus which 
would appear to be a stiff enough test 
for entry to a profession, can be imag- 
ined. The absence of theoretical and 
analytical material, and the belief that 
accounting is essentially a set of de 
finite and unquestionable procedures, 
would have obliged them to fill out the 
course with specific types of account- 
ing—enough types to provide a re 
spectable array of “subjects”. Ves- 
tiges of the necessity to fill out the 
course still remain. The consequence 
has been that students find little more 
in the whole subject than rules and 
technicalities; and some of those who 
have undertaken other studies in which 
the derivation, refinement and relating 
of concepts play a very large part, have 
been heard to deplore the lack of in- 
tellectual content in accounting as a 
subject. 

To depend on variety when there 
was little depth was good enough in 
its time. But now variety may well be 
replaced. There is a large and grow- 
ing literature devoted to the discussion 
of accounting ideas, and techniques 
may well bow to it. 


Professional skill and competence 

To give effect to the third criterion of 
educational policy, it is necessary to 
consider what kinds of competence it is 
desirable to develop. 

The most obvious is specific skill in 
dealing with accounts and accounting 
statements. This is essentially a trade 
skill, similar to the manual or mental 
skills which are the substrata of other 
professions. A round and thorough 
knowledge of it is necessary, for much 
of the work of accountants consists in 
keeping books of account or examining 
the books of account which others have 
kept. 

The second is a capacity for making 
intelligent use of the products of ac 
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counting, for the purpose of discover- 
ing the cause or causes of conditions 
represented in accounting summaries, 
and for the purpose of suggesting 
future courses of action. Such a 
capacity for analysis and reflection is 
one of the qualities which distinguishes 
professional competence from trade 
skill. What is contemplated is more 
than acquaintance with the techniques 
of financial statement analysis, cost 
analysis and budgeting. These tech- 
niques are simply means of putting 
existing information into special forms 
or relationships; to interpret the re- 
sult requires much greater familiar- 
ity with the problems of business 
finance and business administration 
than present syllabi envisage. 


Coupled with, and perhaps even an- 
terior to this capacity, is the ability to 
think clearly and to reason cogently. 
The pervasive, doctrinaire approach to 
the subject, amply illustrated by the 
pedestrian quality of much of its 
literature, cannot be expected to gener- 
ate inquisitiveness or conviction. It 
has often been said that accounting is 
a logical method and that the study of 
accounting is thus a training in logical 
method. This is too much. The as- 
sertion recognises by implication the 
desirability of the capacity for careful 
inquiry and thought, but it also im- 
plies, quite wrongly, that formal ar- 
rangement, classification and consis- 
tency are sufficient evidence of the use 
of logical processes. If a system of 
classification is uninformative (as it 
well may be), or if consistency involves 
the misrepresentation of reality (as 
it well may do), the evidence of logic- 
ality is lacking; the appearance of 
logicality is superficial and illusory. In 
addition to the need for a reasoned ap- 
proach to practical problems, clarity 
and incisiveness of thought are neces- 
sary for fruitful study of the literature 
of accounting. False analogies, un- 
disclosed premises and questionable 
argument are frequently encountered; 
but the infrequency with which these 
flaws are challenged is suggestive of a 
greater respect for the views of writ- 
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ers, and a poorer regard for the value 
of independent thought, than is war- 
ranted. 


Intellectual and historical perspec- 
tive should also be developed. The 
practices of the profession should not 
be thought to have reached the end of 
their development. Growth will in- 
evitably be stunted while students are 
taught there is only one possible way 
of measuring income, or capital, or 
cost. They should be exposed to some 
of the ideas of others than accountants 
who have studied the same phenomena. 
The lack of such an experience is prob- 
ably the reason for the barrenness of 
joint discussions between accountants 
and economists on problems which are 
of mutual interest, problems of busi- 
ness behaviour and policy. The sub- 
ject “money and banking” or “mone- 
tary theory and policy” appears to 
have been introduced with the inten- 
tion that some subject other than 
straight accounting and law should be 
included in the curriculum. But, as a 
subject, it seems to be more decorative 
than relevant. Its content does not 
confront the student with other ways 
of looking at the conceptual content of 
words he uses in his studies in account- 
ing. It takes him to an entirely dif- 
ferent field, a field the particular 
features of which are far removed 
from the market place in which he will 
do most of his business. It would be 
much more to the point to require a 
study of the theories of value and dis- 
tribution, for they concern themselves 
with a range of concepts and pheno- 
mena many of which are the daily pre- 
occupation of accountants. To see ac- 
counting concepts and economic con- 
cepts in juxtaposition would bring 
under examination the utility of ideas 
which are now so widely accepted as 
incontrovertible. 


And why historical perspective? Is it 
not sufficient to know what contem- 
porary ideas and practices are? A 
knowledge of the history of an idea or 
practice is another tool for the con- 
structive. Many practices in business, 
as elsewhere, develop to meet specific 
sets of circumstances; some of them 
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survive in spite of the disappearance of 
the initiating circumstances. To know 
their origins would enable students 
and practitioners to test the present 
value of long established practices. 
History is a corrective for the feeling 
that everything that can be done has 
been done. It provides avenues for 
speculation and grounds for criticism 
and synthesis which may serve account- 
ing in much the same way as a labora- 
tory serves the physical sciences. 


Finally, it seems to be desirable to 
develop a knowledge of, and an inter- 
est in, the accounts which reflect the 
general state of the economy, and in 
the relationships between accountants 
and the community at large. By his 
training, the accountant is more 
familiar with accounting statements 
than the lay public. Is it not proper 
that he should pay some attention to 
the government accounts and the social 
accounts as part of his professional re- 
sponsibility? And is it not proper 
that he shall ask, for example, whether 
those for whose benefit accounts are 
published are being fairly and reason- 
ably treated? <A study of the assump- 
tions underlying the publication of 
financial statements and of the role of 
communications in business would pro- 
vide some guides to professional action 
and some further tests of present prac- 
tices. 


In general, the curriculum should 
develop breadth of vision and under- 
standing. This it will be able to do if 
it incorporates some studies which 
serve to portray accounting in its his- 
torical setting and in its contemporary 
business environment, and if it in- 
cludes some studies at greater depth, 
even if this means fewer superficial 
studies of particular sorts of accounts. 
Rather than a lot of slim sandwiches, 
a few “dagwoods” would seem to be 
the appropriate diet. 


It is not suggested that the capacities 
and interests mentioned in this section 
are the only qualities which a course 
of study should generate. They re- 
present a concept of professional skill 
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and competence which may be used as 
a starting point; discussion among 
members of the profession may lead 
to the recognition of other significant 
characteristics. 


The suggestion 

Several additional types of study 
would need to be incorporated in the 
syllabus if the abovementioned qualities 
are to be fostered. Accounting theory, 
governmental and social accounting, 
business finance, and the history of ac- 
counting practice and thought, deserve 
more attention than they now receive. 
In many respects the available litera- 
ture is inadequate to cover all these 
fields; but, assuming there were an 
adequate literature, how would these 
studies be introduced? There does 
not seem to be any great objection to 
increasing the number of papers for 
which a student must prepare; many 
professional examinations involve 
more papers than the professional ex- 
aminations in accounting. But the in- 
crease need not be great. Some of 
the suggested subjects could be accom- 
modated within the present framework, 
simply by dropping some of the special 
cases or uncommon forms of account- 
ing; others seem to require sufficient 
study to justify a full paper. 

The following outline may serve to 
indicate the relationships between the 
different subjects and stages in a course 
which may meet the foregoing require- 
ments : 


Stage 1 A. Elementary 
auditing 


accounting and 


. Taxation law and practice 
. History and theory of a 
counting. 

In each stage, it will be noticed, 
there are three general divisions; or, t0 
put it another way, through all three 
stages there run three strands—one 
technical, one legal, and one which, for 
want of a better term, may be called 


B. Commercial law 
C. Introduction to the theory of 
accounting. 
Stage 2 A. Corporate accounting 
B. Company law 
C. Business organisation and fin- 
ance. 
Stage 3 A. Advanced accounting and 
auditing 
B 
Cc 
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theoretical. It does not seem to be 
necessary to justify the A’s and B’s in 
each stage or to elaborate upon their 
contents. The following comments 
will attempt to show that the C’s will 
provide for the development of know- 
ledge and attitudes towards the tech- 
nical and legal parts of the curriculum 
which are now lacking. 


In the first place, two general ob- 
servations may be made. The tech- 
nical subjects deal, in the main, with 
accounting as it is practised. Neither 
the text-books nor the examination 
syllabi seem to contemplate the need 
for students to understand the general 
purpose and function of accounting, 
or the possibility of devising different 
methods of accounting from those com- 
monly adopted. For this reason, it is 
unlikely that more than a few students 
will exhibit an enterprising and critical 
attitude towards their subject, to the 
detriment of its growth. Secondly, 
the legal subjects deal, in the main, 
with the law as it exists. There is no 
attempt to demonstrate that law is an 
evolving thing, or that the law at any 
time is a crystallisation of what, at a 
certain point of time and against the 
background of a specific economic and 
social environment, seemed to be the 
general desire of certain legislators. 
If the study of law leaves the impres- 
sion that the law is a neat, final and 
unalterable code, it can only have a re- 
strictive effect. If the law is dealt 
with, on the other hand, as a growing 
and constantly changing codification 
of currently acceptable customs, 
students will be encouraged to think 
about what the law ought to be, and 
to seek for the answers in the prevail- 
ing social or economic framework. The 
three subjects C, comprising the third 
strand in the course, are designed to 
overcome the limitation of interest and 
vision which arises from formal studies 
of existing practice and law. 


Now, for some particulars. 


The third sequence 


The first of the C subjects would 
concern itself with the functions of ac- 
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counting in different types of organisa- 
tion, and with the development of a set 
of ideas about the accounting process 
and the concepts which the accounting 
process may attempt to quantify. 
These ideas will not necessarily be 
identical with the ideas underlying the 
accepted practices by which things are 
represented in accounts. It seems, in 
fact, to be desirable to demonstrate 
that it is not possible to quantify some 
very useful concepts, and that approxi- 
mations or alternative concepts have 
been adopted. The first stage is not 
too early to encourage a questioning 
and critical attitude, for to know its 
limitations from the beginning is to 
know one of the most important things 
about an art. Even if it is not neces- 
sary, at this stage, to consider ex- 
haustively all the possible concepts of 
income, or capital, or cost, or what 
have you, some contrasting concepts 
should be studied. 


The second C subject would be de- 
voted to a study principally of business 
finance and the functions of the ac- 
countant in business organisations. 
Accounting is concerned entirely with 
the delineation of the financial facts 
of different organisations. It seems 
strange, therefore, that no provision is 
made for the study of business finance 
in existing syllabi. For the purpose 
of making entries in company accounts, 
students are required to know some of 
the characteristics of some of the in- 
struments of corporate finance. But 
why does a given company adopt its 
particular method of financing opera- 
tions? and in what cases is a large 
equity to be preferred to a large 
funded debt? and why do companies 
make bonus issues? and what criteria 
are to be adopted when deciding 
whether new capital shall be raised in 
one way rather than in another? and 
when is a company undercapitalised? 
and when overcapitalised? None of 
the questions is adequately answered 
in the prescribed texts. How, then, 
can the accountant understand the 
reason for the entries he is required 
to make in the books of account about 
these things? and, how can he advise 
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when his advice is sought as, we are 
told, it so often is? An accountant 
with varied experience may be able to 
draw upon experience, but students 
should surely be expected to know why 
things are done, as well as how the 
consequential book entries are made. 
Intelligent analysis of financial state- 
ments depends on an understanding of 
many of these features of business, and 
to study the subject concurrently with 
company accounting and company law 
would provide an ideal mixture of law 
and business practice. 


The third in the sequence of C sub- 
jects may be devoted to a study of the 
major changes in business conditions 
which have given rise to changes in 
accounting, or which have stimulated 
speculation about possible changes in 
accounting methods. It would be ap- 
propriate, for example, to consider 


such things as the practice of con- 
servatism and its decline from favour, 
the background of certain legal de- 
cisions which have influenced account- 
ing method and thought, and the pres- 


sure which has been brought to bear 
on the practice of accounting by credit- 
ors, investors and workers or their 
representatives, and through the ef- 
forts of the profession itself. There 
seems to be no reason why the student 
should not be introduced to contro- 
versial questions, such as the adequacy 
of conventional accounting informa- 
tion for the purposes of outside sup- 
porters and management. It is quite 
possible to teach and to examine on 
such matters without committing the 
examining body to support one side or 
another of such controversies. To re- 
quire some such study seems to be de- 
sirable, for controversy provides tests 
of existing methods and ideas which 
should be welcomed in a live and vigor- 
ous profession. Opportunity should 
also exist for a survey of changing 
fashions in concepts and of the de- 
velopment of accounting theory. The 
entity, the proprietorship and the fund 
concepts of accounting, depreciation, 
income, bases of classification, match- 
ing, objectivity, and many similar and 
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related notions deserve more attention 
and more rigorous study than they are 
now spared. 

This sequence of theoretical and en- 
vironmental studies would oblige 
students to recognise that there is 
more in the subject than figure work, 
It would make possible more penetrat- 
ing examinations in the technical sub- 
jects, and the discursive treatment it 
requires would force examinees to ac- 
quire some proficiency in discussing is- 
sues and in prose composition — the 
need for some discipline which will 
promote proficiency in these respects is 
notorious. 


Some criticisms 

The whole suggestion may be dis- 
missed because of its novelty or the 
difficulty of implementing it or for 
other reasons. Two such criticisms 
seem to warrant notice. 

Firstly, there are no convenient text 
books which serve up this kind of 
material in an appropriate mix and 
dose. This is true, and it does mean 
that the introduction of such a pro 
gramme would be difficult in the im- 
mediate future. But there is an abun- 
dance of material in periodicals and in 
books other than those on the pre 
scribed list. Is it asking too much of 
prospective entrants to a profession to 
expect them to read more widely than 
a limited list of handy text books? 
If it is desired to raise the general level 
of understanding, and “grubbing” 
for the appropriate material seems to 
be too great a task for students (be 
cause, for example, the sources are few 
and inaccessible), it is not impossible to 
have articles and extracts reprinted 
for the benefit of students. 

In any event, this outline is not to 
be considered as a recipe which may 
be tried immediately; it represents 4 
goal to the accomplishment of which 
future changes in the syllabi may be 
geared. 

The second major line of criticism 
is more fundamental. This third 
strand of subject matter may be 
deemed by some to be too theoretical, 
too far removed from the everyday 


The Australian Accountant, February, 1956. 





SR a On nh ee kk 


EDUCATIONAL POLICY 


problems of accountants. But is it? 
Is any discipline which makes one 
think twice, when about to follow an 
established procedure, too theoretical? 
Is any course which grapples with the 
very foundations of an art removed 
from everyday realities? Is any 
study which fills in the background, 
or furthers understanding of the 
reasons underlying a practice, useless 
or inconsequential? It is too much to 
hope that, once launched on their 
careers, young accountants will de- 
velop powers of discrimination and 
broader knowledge of their particular 
subject and related fields. Each will 
have quite a restricted environment in 
which marginal problems will arise 
only occasionally, too infrequently for 
him to acquire from experience the 
breadth of view and expertness which 
critical situations demand. If facility 
in dealing with ideas is not inculcated 
during the years of training, it is im- 
probable that it will be acquired sub- 
sequently, except by the few who are 
curious by nature. In any case, the 
amount of materia! or the number of 
examinations in the suggested third 
sequence would amount to no more 
than about one-fifth to one-quarter of 
the whole curriculum, and this does not 


seem to be too much theoretical and - 


environmental study, however abstract 
it may be. 


Options 

Suggestions for the inclusion of new 
material, representative of large areas 
of practice, may give rise to the feeling 
that there are some directions in which 
a degree of specialised instruction may 
be required. One of the more obvious 
arises from the potential distinction 
between the knowledge and skill re- 
quired of public and of administrative 
accountants. Would it be wise to per- 
mit candidates to choose between 
studies in auditing and studies in cost- 
ing, according to the type of work in 
which they expect to engage? Another 
group which may merit. special con- 
sideration includes those who are in 
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government or semi-government em- 
ployment. Would it be reasonable to 
permit such candidates to take special 
examinations in government accounting 
and public finance instead of the analo- 
ata! subjects in the ordinary curricu- 
um? 


It seems to be preferable to avoid 
options of this kind. It is true that 
particular vocations within the pro- 
fession may require special knowledge; 
to the extent that this is so, a general 
course may well incorporate an intro- 
ductory or comparative treatment of 
the distinguishing features of the main 
fields. If each category of accountants 
is made familiar with the different 
problems and viewpoints of other cate- 
gories in the course of professional 
training, there will be greater possi- 
bility of speculation by each about the 
merits of the systems and ideas used 
by others; this may benefit all cate- 
gories if it leads to reasoned cross- 
comparisons. As for the development 
of skill in each of the distinct fields, 
it seems to be quite sufficient to rely on 
the school of experience. Outside the 
trades there can be few courses of 
study which equip the student to do 
more than handle ideas with skill; that 
it does just that is high commendation 
for a professional course of study. 


Consequences 


What may be the consequences of 
the introduction of the suggestions 
here put forward? Nothing but ad- 
vantageous as far as those who com- 
plete such a course are concerned. 
But it may mean that the number of 
persons qualifying each year may fall 
somewhat. If this may happen, the 
profession is confronted with a 
dilemma; it must decide whether it is 
desirable to have fewer qualified per- 
sons of greater competence, or more 
of less competence; fewer with greater 
understanding and insight, or more 
with technical competence only. It 
may become necessary to recognise a 
skill in bookkeeping beyond the limits 
of which many who now qualify as 
accountants may not rise. If this is 
necessary in the interest of the pro- 
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gress and vitality of the profession it 
seems to be the obvious course to fol- 
low. 

Whatever merits or faults the main 
proposal of this note may have, a point 
mentioned at the beginning stands 
clear. Educational policy and stan- 
dards need to be developed deliberately, 
with an explicit and widely known 
purpose. Changes in syllabi which are 
fathered in obscurity make the task of 
educational bodies difficult, particu- 
larly if they are in the form of piece- 


meal variations which do not seem to 
conform with recognisable and accept. 
able objectives. Differences and poten- 
tial differences between the require 
ments of examining bodies, both here 
and overseas, suggest the desirability 
of greater discussion of educational 
problems and policies. Progress on 4 
broad front will not be achieved with- 
out common knowledge of what is con- 
sidered to be an ideal professional 
education, and to this notion of an 
ideal the official bodies and individual 
members of the profession may all con- 
tribute facets. 





AMERICAN USAGE 
OF THE TERM 


“RESERVE” 


F. K. Wright 


In the August, 1955, issue of The 
Australian Accountant, Mr. C. R. 
Airey raised the problem of ter- 
minology associated with provisions 
and reserves. An editorial comment 
at the foot of this short article sug- 
gested that it was standard American 
practice to use the term “reserve” for 
credits representing anticipated liabili- 
ties, or deductions from asset valua- 
tions. 


It appears, however, that the official 
accounting bodies of America are far 
from happy with this usage of the 
term “reserve”. 


In 1948, the Committee on Ter- 
minology of the American Institute of 
Accountants recommended that : 


The term “reserve” should not be used 
to describe in the balance sheet deductions 
eo assets or provisions for estimated lia- 

ilities. 


The Committee went on to recom- 


' mend that the term should be confined 


to appropriations of retained income. 


In 1950, the Committee on Concepts 
and Standards of the American Ac. 
counting Association went further and 
recommended that the term “reserve” 
should not be employed in published 
financial statements of business cor- 
porations. Instead, the use of the 
term “appropriation” was favoured by 
| = eres on Concepts and Stan- 

ards. 


Now, in the October, 1955, issue of 
The Controller, W. G. Kell argues that 
the term “appropriation” is not such 
a great improvement on “reserve”, and 
suggests that no special term is really 
needed. He would prefer to use de 
scriptive phrases, such as “Earnings 
retained for .. .”, or the like. 
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TOWARDS UNDERSTANDING 
ACCOUNTANCY 


A. C. Littleton, Ph.D., C.P.A. 


Professor (emeritus), University of Illinois 


HAVE read with interest Professor 

R. J. Chambers’s plea for “a theory 
of accounting” (The Australian Ac- 
countant, Sept., Oct., 1955) and wish 
him well with the project, in the event 
that he should elect to continue to de- 
velop his theme at length. Since it 
clearly would be an attempt to explain 
accountancy to non-accountants, it 
might prove to be a real contribution 
to better understanding on the part of 
many people. Since economists try to 
explain their doctrines to accountants, 
and others who will listen, any intel- 
ligible explanation of accountancy to 
economists should be encouraged. 


Professor Chambers refers to some 
writing of mine, so perhaps I might 
undertake to set deduction and induc- 
tion in contrast, since he follows the 
one approach and I the other. 


There are, in my view, two roads 
lading toward understanding account- 
ancy. One could well be that en- 
visaged in Professor Chambers’s outline 
—when the blueprint of the road has 
been fully converted and the way 
opened for travel. This road of deduc- 
tion could be an instructive and rather 
pleasurable route. The other, I fear, 
must be a longer and harder way— 
one which some people, perhaps many 
people, would not wish to take the time 
to travel. This would be the road of 
full-scale, technical preparation in the 
arts of this complex technology—the 
toad of experience, whether experience 
is vicarious through the literature of 
accounting practices or by personal 
contacts in the field. Do we not learn 
of chemistry best in the laboratory 
(that is, by experience) rather than 
by lecture, definition and description? 
The analogy seems to indicate that ex- 
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perience of two kinds is the true basis 
for learning to think in a technical 
subject matter. 


A useful supplement to this second 
approach—one which would provide 
additional and enlightening under- 
standing of accounting technology— 
could be found in some parallel study 
cf accounting history. This could 
provide a view of the way, and of the 
reasons, that accountancy over a long 
period of development outgrew its 
early garments of routine recording 
and, with almost magical adaptability, 
became the language which makes 
modern business comprehensible. 
Granted, this collatera] study would be 
hard to come by because the literature 
of history is still sparse. Yet I com- 
mend the effort, for acquaintance with 
the origin of accounting and its ways 
of growing can be very convincing in 
demonstrating that its basic ideas have 
proved to be very basic indeed, though 
they appeared and grew without bene- 
fit from deductive logic. 


I can be understandingly sympathetic 
with economists who, for uses appro- 
priate to their section of social science, 
would like to see accountancy recon- 
structed more closely to their desires. 
I can commend their ingenuity in 
adopting some surface aspects of 
double entry in setting up their “social 
accounts” in order better to study the 
course of a national economy. But I 
cannot generate any sympathy for col- 
lateral proposals (and Professor 
Chambers’s outline seems to lead in- 
evitably into a justification of price- 
level adjustments) which, by injecting 
index-number-adjusted figures into the 
double entry process, would confuse 
more users of enterprise accounting data 


Si 





TOWARDS UNDERSTANDING ACCOUNTANCY 


than they could possibly enlighten. Let 
me add at once that no similar objec- 
tion would lie against supplementary 
data of whatever type which would be 
considered interpretatively useful. 


The thought can be developed a little 
further by means of a few questions. 
Who would make use of modified his- 
torical cost figures—practitioners or 
theorists? What do practitioners say? 
Through association committees, pro- 
fessional accountants in Great Britain 
and the United States have declined to 
recommend change in accounting tech- 
nology. A conclusion emerging from 
an extensive survey of the practice and 
beliefs of security analysts (Horn- 
gen in The Accounting Review, Oct., 
1955) is stated in these words “. . . 
the most startling discovery in this in- 
vestigation has been the united stand 
of security analysts against ‘tamper- 
ing’ with conventional financial state- 
ments by application of price-level ad- 
justments.” 


These two groups of technicians, we 
may be sure, do not undertake to speak 
for their clientele—enterprise manage- 
ments and security investors. But 
who could believe they would take a 
stand far afield from an attitude ac- 
ceptable to these important interests? 
Especially when the voice of practical 
experience supports the stand and 
when a commonsense compromise is 
available. This compromise proposes 
use of supplementary presentations of 
the effects of price-level change. The 
idea has the support of two research 
agencies having no clients: the study 
group on business income sponsored 
by the American Institute of Account- 
ants, and committees of the American 
Accounting Association. 


If the modification of accounting in 
the form proposed has been rejected 
by practical men in accounting and by 
security analysts—men whose views 
probably accord with the attitude of 
business men having managerial re- 
sponsibilities and of investment bank- 
ers—then who remain as the principal 
beneficiaries? Would it be labour? 
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Testimony of spokesmen for labour 
seems in the negative. (Corporate 
Profits Hearings, Washington, 1948 
pp. 430, 443, 460.) 


Is modification advocated for the 
benefit of isolated, individual investors 
who do not look to analysts for inter. 
pretation of financial statement data? 
Until evidence in negation is presented, 
the thought will persist that advocacy 
for such limited use is purely theo 
retical; that is, along the line of a be 
lief that such investors ought to study 
financial statements related to the 
securities they buy. But practical men 
will continue to believe that the casual 
investor will not be led to change his 
habit by the availability of financial 
statements which will seem more in- 
comprehensible than the conventional 
ones he does not now use. 


Do we, by a process of elimination, 
come to the question whether modifica- 
tion is being advocated primarily in 


the belief that it would benefit “social § 


accounting”? Is this belief accom- 
panied by conviction that this benefit 
would be so widespread as to accrue to 
all members of society? Surely that 
would involve assumptions of such pro- 
portions that practical men would 
thereby be made extremely sceptical. 
It is fallacious to assume that data 
from “social accounts” (including 
elements of adjusted historical cost 
figures from enterprise accounting) 
would, under use by economic advisers 
to people concerned with central gov- 
ernmental policy, accrue inevitably to 
the benefit of all society. Unless, of 
course, “central governmental policy” 
is the kind necessitated by a full com- 
mitment to a managed economy. 
take it that procedures which may seem 
to contemplate such an outcome in the 
United States will be considered objec 
tionable because there is little support 
for a managed economy here. 


If the principal remaining usefulness 
of adjusted accounting figures is that 
of supplying highly technical economic 
data for incidental interpretative study 
by anyone interested, it would see 
that analytical tables supplementary #0 
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the usual financial statements would 
prove fully ample. 

If the significance of the statistics 
from “social accounts”, and _ the 
methods of compiling them, are con- 
sidered useful elements in helping col- 
lege students to develop their reason- 
ing powers, there can be no objection 
to such use, providing, as I fear has 
sometimes been done, the material is 
not converted into covered propaganda 
in favour of a managed economy. 

Surely these would be relatively 
minor uses for modified account fig- 
ures. And the question at once ap- 
pears whether such limited uses, others 
having been rejected, are important 
enough to negative the considered 
judgments of the technical groups men- 
tioned, and to justify risking the crea- 
tion of much confusion on the part of 
the largest groups of users of financial 
statements. 

If a systematic statement of ac- 
counting objectives along the lines of 
Professor Chambers’s outline would 
help economists to understand the 
meat of accountancy—without making 
them advocates of changes in its 
established techniques — some _ such 
scheme of deductive logic might prove 
very helpful to people whose reasoning 
is philosophical rather than practical. 

I confess, however, to being scep- 
tical of the same scheme’s usefulness 
as part of preparation for professional 
accounting (public or private), or as 
an introduction provided in college for 
future businessmen to the “language 
of business.” This language of busi- 
Ness grew to its present stature and 
broad usefulness quite without aid 
from a “logical system of thought.” 
No doubt this language can and will 
continue its growth by the same means 
—that is, by practical experience under 
use, by trial and error followed by in- 
telligent retrial. 

This is the central theme of the 
Monograph, Structure of Accounting 
Theory, from which Professor Cham- 

$s quoted some sentences. 

The element which has been given 
too little attention in accounting litera- 
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ture has seemed to me to be the ob- 
jectives which control what we do in 
accounting action. Understanding of 
accounting can, I believe, be greatly 
furthered by a careful consideration of 
the interrelation of objectives and the 
technical means of reaching those 
ends. Accounting actions were made 
visible and useful long before men 
sought to show that their actions were 
rational as well as convenient or cus- 
tomary. Accounting theory began 
when teachers began to justify ac- 
counting action to their students. The 
justifications necessarily dealt with 
the objectives and intentions of the ac- 
tions under study. 


It is significant that the element 
which emerged from this line of evolu- 
tion was not “a theory of accounting” 
built from a central idea outward to- 
ward the details of a_ technology. 
Rather the result was “a body of 
theory,” an interweaving of beliefs, 
convictions, explanations, as _ these 
gradually developed, and are still de- 
veloping, out of experience with the 
practical use of accounting. This is 
the aspect of theory which awaits an 
organised presentation. 


Precisely because this kind of ante- 
cedent development has been taking 
place along the road of particular ex- 
periences (induction) it now seems 
possible that the whole of accounting 
actions and beliefs might at last be re- 
grouped into an integrated pattern. 
Not a pattern in substitute for the one 
that has been developed out of prac- 
tical experience, but a supplementary 
pattern which could convincingly show 
how accountancy has within it a cer- 
tain amount of heretofore unobserved 
logic, that is to say, a deductive ar- 
rangement of related ideas. 


We can hope this would add to the 
prestige of accountancy and widen un- 
derstanding acceptance. But surely 
it would not be wise to set the teaching 
of a technology upon such a theoretical 
foundation; or to believe that a scheme 
of progressive logic, moving through a 
sequential series of assumptions and 
justifications toward specific technical 
actions, could of itself justify the sub- 
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merging of data which express enter- 
prise invested cost, and this merely in 
order to present to all readers the cur- 
rent price equivalents of data (in- 
vested cost) which are so expressive of 
prior managerial decision and action. 

Current price level data can indeed 
be helpful to well-considered decisions. 
Yet they cannot possibly be an accept- 


able substitute for an indication of ow 
prior actions. It is not we who have 
acted in regard to these current 
equivalents; these arise from the ac 
tion of people outside of our enter 
prise entity. The data therefore lack 
the first qualification for entering our 
accounts—relevance to our entity by 
reason of action in and for our business 
entity. 





CULTFENE PFO HlLEMS discussed in overseas journsh 


Management accounting 

Motivating Plant Management Plan- 
ning and Control, by M. W. Webster, 
N.A.C.A, Bulletin, October, is a case 
study in the oral presentation of oper- 


ating results to management. Each 
month, a series of one-hour meetings is 
held to discuss with plant management 
(down to the shift foreman) the 
reasons for the previous month’s vari- 
ances. The ideas thrown up in discus- 
sion are converted into a cost reduc- 
tion programme, and progress reports 
on this programme are presented to 
subsequent monthly meetings. 


In the same issue, Organisational 
Dimensions of Effective Budgeting, by 
D. C. Jones and W. G. Titmas, tells the 
history of the introduction of budget- 
ing into a manufacturing enterprise. 
Budgeting is now carried right down 
the operating foreman level, since that 
is the level at which the greater part 
of operating cost is incurred. 


Controllership 

C. R. Fay, The Controller, Septem- 
ber, suggests that, in the expanding 
American economy, control by actual 
contact has been replaced by control 
by figures and reports. Executives must 
therefore have some knowledge of ac- 
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Notes prepared by members of th 
teaching staff in the Department of 
Accounting, University of Melbourm 


counting and control practices, and the 
article is concerned with the means by 
which the controller (and accountant) 
may impart to the executive these basic 
concepts of acounting practices. 


Internal auditing 

In The Internal Auditor, September, 
E. N. Judge, in an article entitled In 
fernal Audit, explains some comma 
questions posed by laymen. He sug 
gests that the internal audit group is 
often faced with a misconception as to 
its objectives and methods of operation, 
and in fact is sometimes regarded a 
an operation of little accc-int. This in 
teresting question - and - answer - type 
article deals concisely with questions 
on qualifications, effectiveness, plat 
ning, scope, etc., of the internal audit. 


Electronic data processing 

The October issue of the N.A.CA 
Bulletin features a series of three 
articles on various aspects of electronit 
accounting. 

Under the apt title Electronic Equip 
ment — A Means, Not a Mystery, 
R. T. Bruce describes in simple la 
guage what electronic data-processing 
machines will do. R. A. Rietz and 
W. M. Harris, writing on Organis® 
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tional Effects of Electronic Equipment, 
deal mainly with the impact of cen- 
tralised electronic data-processing on 
decentralised management. R. L. Lori- 
mer, The Smaller Company Faces Elec- 
tronics, looks forward to the day when 
a fully automatic electronic-accounting 
system for the average small company 
will be mass-produced and sold under 
a “package plan”, the vendor providing 
technical assistance and training. 

M. J. Fraser, Developments in Elec- 
tronic Data Processing Machines, Cost 
and Management, September, explains 
the nature of some of the new com- 
ponents, such as magnetic cores and 
transistors, used in electronic data-pro- 
cessing machines, and discusses some 
of the accounting tasks which the elec- 
tronic calculators and data-processing 
machines can perform. 


Distribution costs 


Accounting for Promotion When 
Samples Are Saleable, by G. C. Lyon, 
N.A.C.A. Bulletin, October, describes 
the accounting treatment, by a mail- 
order house selling greeting cards, of 
seasonal advertising expenditure and 
of “on-approval” samples. All advertis- 
ing expense is deferred when it is in- 
curred ; the deferred expense account is 
cleared by means of a budgeted expense 
rate expressed as a percentage of sales. 
Samples sent on sale-or-return are 
treated as if they were sales, but a 
fairly high bad-debts reserve is set up 
to allow for the people who neither pay 
for nor return the samples. 


Marketing Costs 


In Cost and Management, Septem- 
ber, Paul Jeffrey, Marketing Cost Con- 
trol, discusses the importance of bud- 
getary control in respect to the control 
of marketing costs. Cost control does 
hot always mean cost slashing, and 
when evaluating the results of cost- 
cutting programmes in relation to mar- 
keting expenses, one must take into 
consideration the short and long-term 
consequences of such activities, not only 
with regard to selling expenses, but 
ilso with regard to production costs. 
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Business forecasting 

Business forecasting, as distinct 
from budgeting which covers only a 
comparatively short period of time, is 
discussed from the manager’s viewpoint 
by J. D. Gould, Business Forecasting, 
in T'he Cost Accountant, September. It 
is essentially the function of manage- 
ment to prepare forecasts of commer- 
cial and technical activities, the func- 
tion of the accountant being to translate 
these forecasts into financial terms, and 
then, as time goes on, to compare actual 
performance with the plan and to 
analyse deviations of actual from fore- 
casted operations. 


Incentive schemes 

Ivor B. Cooke, An Alternative to 
Piecework, in The Cost Accountant, 
October, presents a case study of an in- 
centive scheme in a factory where 
piece work was not practicable. This 
scheme, in which the bonus is based on 
point rating, is even applied to super- 
vision. Ratings are made by two per- 
sons, and an employee has the right of 
appeal against his rating. 


Marginal costs 

W. E. Harrison, Units of Measure- 
ment: Key Factors of Production, The 
Cost Accountant, October, mentions 
various units of measurement which 
are used in cost accounting and comes 
to the conclusion that in many cases 
the wrong unit is being used. For in- 
stance the decision, which of two pro- 
ducts to produce, should be based not 
on a comparison of the percentage 
which the profit in each case bears to 
the selling price, but on which product 
gives the greater contribution per key 
factor of production, i.e., the factor 
which at any time limits the amount 
of production or sales that can be made 
by the business. This key factor may 
be labour, a certain class of labour, a 
certain machine, or a certain type of 
material. This type of approach calls 
for the adoption of marginal costing 
rather than orthodox absorption cost- 
ing. 
Variance accounting 

Three articles in the September issue 
of the N.A.C.A. Bulletin deal with vari- 
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ances. N. N. Shak, Before the Fact 
Control of Material Prices, describes a 
system in which material-price vari- 
ances are worked out when the pur- 
chase order is placed, and are com- 
municated to purchasing and other in- 
terested departments. K. J. Dashner 
describes the treatment of material- 
price variance at the International 
Silver Company, where correct account- 
ing for this variance is particularly im- 
portant. The price variance is appor- 
tioned between inventories and cost of 
sales in proportion to the material con- 
tent of these items. G. B. Cleveland, 
Getting Down to Causes on the Labor 
Variance, points out that “to arrive at 
the efficiency or productivity of direct 
labor, all factors must be eliminated 
from the variance which are not at- 
tributable to above or below average 
work.” 


Case studies in costing 

The N.A.C.A. Bulletin, September, 
contains the following case studies: 
Cost Control Standards for a Coal Mine, 


by W. M. Walker; Costing For Con- 
tracting Stevedores, by F. L. Durand; 
and Project Costing in a Research 
Laboratory, by A. J. Gallantier. 


Controlling capital expenditure 

In the N.A.C.A. Bulletin, September, 
J. E. Rhodes writes on How to Make 
Capital Controls Work. The contents 
of this article, largely a case study, are 
about equally divided between con- 
sideration of policies on capital expen- 
diture, and description of procedures by 
which an individual company in a fast- 
developing industry plans and controls 
its capital expenditure. 


Discussions on cost problems 


The N.A.C.A. Bulletin, September, 
contains reports of the following dis- 
cussions at the 1955 N.A.C.A. Confer- 
ence: Discussions by industry types: 
processing, job order, mass production, 
merchandising, service, finance and in- 
surance, and institutions. Discussions 
by topics: reports to management, bud- 
geting, standard costs, accounting de- 
partment organisations, inventory con- 
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trol and valuation, distribution costing, 
fixed asset accounting and payroll pro- 
cedures. 


Depreciation allowances 

In Accounting Research, October, 
The Royal Commission and Depreciation 
Allowances, David Walker critically 
examines the depreciation allowances 
section of the report of the Royal Com- 
mission on the Taxation of Profits 
and Income in the United Kingdom. 
The Commission accepted the general 
principle that the original cost of all 
wasting assets should be deducted as an 
expense for income-tax purposes over 
the life of the asset. But, in the rejec- 
tion of various arguments advanced for 
a change to the replacement-cost basis, 
the author maintains that the Commis- 
sion was over-influenced in its decision 
by “two rather odd assumptions.” The 
Commission did not examine the merits 
of the investment allowances scheme 
because it assumed they were to con- 
tinue in any case. However, “even more 
peculiar” was the assumption of the 
Commission that “we have taken it as 
our general premise that there will not 
be any marked decrease or increase in 
the purchasing power of money in the 
United Kingdom.” The Commissioners 
then went on to say that had they been 
“obliged to assume a persistent decline 
in the purchasing power of money... 
our examination might have reached a 
different conclusion.” The author 
claims that this assumption of a stable 
price level “seems to rob the whole dis- 
cussion of the Commission of any real 
content.” 


Profit measurement 

In Accounting Research, October, the 
second part of The Measurement of 
Profits—a Study in Methods, by Rai K. 
Nigam, is an outline of the problems 
encountered in obtaining a representa- 
tive sample of British companies in- 
cluded in the author’s survey. The ulti- 
mate aim of the survey is to construct 
an index series to measure fluctua 
tions in the profits of public companies 
in the United Kingdom. 


Because of pressure on space, several 
abstracts have been held over. 
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Australian Society of Accountants 
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VICTORIAN DIVISION 

Week-end convention 

The Division is to hold its second week-end 
convention from 13 to 15 April 1956 at the 
Clifton es Hotel, where the first con- 
vention was held. The theme will be The 
Role of the Accountant in Presenting Finan- 
cial Reports to Management. Divisional] Coun- 
cil is arranging for excellent speakers to deal 
with each aspect of the subject. A number 
of members have already indicated their in- 
tention of attending, and the State Registrar 
will be pleased to hear from any others. 


Overseas visitor 

During January, members of the Divisional 
Council had the pleasure of entertaining at 
luncheon Sir Richard Yeabsley, C.B.E., FCA 
P.S.A.A., an English Chartered and Incor- 
porated Accountant and Vice-President of the 
Society of Incorporated Accountants, who was 
visiting Australia. 


NEW SOUTH WALES DIVISION 


Members’ ball 

The first Ball arranged by the Division will 
be held at the Trocadero on Wednesday, 6 
June. This is an advance notice of the func- 
tion so that members may reserve the date. 


Members’ luncheon 

Four hundred and sixty members attended 
the Christmas luncheon held at the Trocadero 
on Wednesday, 14 December. The guest 
speaker was the well-known author Mr. Frank 
Clune, who spoke on some of his experiences 
travelling around the world. 

The State President was in the chair and 
the following representatives of kindred Insti- 
tutes attended: Mr. C. R. Kelynack (Institute 
of Chartered Accountants in Australia), Mr. 
E. A. Burley (Chartered Institute of Secre- 
taries), and Mr. L. M. Levy (Australasian 
Institute of Cost Accountants). 

Wollongong Branch 
On Friday, 9 December, the Wollongong 
ch members and students held their 
Annual Dinner at the Illawarra League Club 
and entertained the State President, Mr. E. 
A. Cupit, and State Registrar, Mr. B. L. 
Horsley, as guests. After the dinner Mr. A. 
(. Chambers, A.A.S.A., Secretary of Allied 
Constructions Pty. Ltd., gave an illustrated 
uk on his company’s work on the Snowy 
River hydro-electric project. 

The Branch is looking forward to 1956 and 
has : planned an interesting and in- 
structive programme for the new year. 
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Tamworth convention 
Members should make early application for 

accommodation for the Tamworth convention 

to be held on 13, 14 and 15 April. The sub- 
jects and authors of the papers are: 

The Effects of Inflation on Accounting for 
Fixed Assets and Depreciation Policy, by 
Mr. E. S. Owens, Partner, R Brown, 
Evans & Co., Chartered Accountants 
(Aust.). 

Trends in Management Accounting, Budgetary 
Control and Reports to Management, by 
Mr. S. R. Brown, Senior Partner, S. R. 
Brown & Co., Chartered Accountants 
(Aust.). 

Some Important Aspects of Private Company 
Tax, and Gift and Death Duty, by Mr. R. 
L. Bowra of J. A. L. Gunn & ustnses. 

A brochure regarding the convention will 
be sent to members early in March. 
Electronic accounting 

A series of lectures on electronic account- 
ing will be held during March. Full particu- 
lars are being sent to those members who 
notify the State Registrar, on the form pro- 
vided, of their intention to participate in the 
technical activities of the Division in 1956. 


QUEENSLAND DIVISION 
Annual meeting of members 

The annual meeting of members of the 
Queensland Division will be held in Brisbane 
on Wednesday, 28 March, 1956. Members will 
be given further details by circular. The 
four councillors who retire in accordance with 
the Articles are Messrs. J. H. Devitt, C. D. 
Wrigley, J. E. England, and G. Nelson. 

Four councillors are to be elected, and the 
retiring councillors, being eligible, offer their 
services accordingly. Nominations for the ap- 
pointment of Divisional Councillor must be 
lodged with the State Registrar not later 
than 29 February. Each nomination must be 
signed by two financial members and the 
candidate. 

Presentation of membership certificates 

To enable members recently admitted to 
meet the members of the Divisional Council, 
a successful function was held on 19 January 
in the rooms of the Overseas League. The 
State President, Mr. John Devitt, presented 
each new member with his certificate of 
membership. 

After the presentation, light refreshments 
were served and this afforded an opportunity 
for both councillors and new members to meet 
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each other informally and discuss the forth- 
coming activities of the Society. 


Local Government Anditors Board 

The Department of the Auditor General 
reminds members that an examination for 
the Certificate as Local Government Auditor 
under the Local Government Acts, 1936-1954 
will be held on Friday, 27 April, 1956. The 
cosine date for applications is 20 March, 


Details may be obtained from the Local 
Government Auditors Board, Executive Build- 
ing, Brisbane. 


Reception of Sir Richard and Lady Yeabsley 

On Wednesday, 18 January, the Divisional 
Council arranged an informal reception in 
the Choral Room, Lennons Hotel, to welcome 
Sir Richard and Lady Yeabsley. Sir Richard 


is Vice-President of the Society of Incor 
porated Accountants, England. . 
The State President, Mr. John Devitt 

Mrs. Devitt received the guests of honour 
among their official guests were the Hon. 

an, Minister for Transport, and th 
presidents of kindred organisations, with 
their ladies. 


Temporary employment 
Practitioners in Queensland country towr 

are informed that the State Registrar h 

been approached by an intermediate clerk 

aged twenty-two years, who will be seeking 
brief periods of full time employment for 
to eight weeks while he takes a working holie 
day travelling through Queensland, 

April 1956. The applicant has worked in 
ublic accountant’s office since he left schoak 
ny practitioner able to assist is invited 

communicate with the State Registrar. 


Australian Accountants Students’ Society 


VICTORIAN DIVISION 

December meeting 

On Monday, 12 December, Mr. E. W. Moore, 
A.A.S.A., A.C.LS., Assistant Resident Secre- 
tary of Hoyts Theatres Ltd., addressed a 
meeting of members on Some Aspects of the 
Motion Picture Industry. 
1956 syllabus 
_ The Council has again arranged a most 
interesting programme for the period to June, 
details of which have already been sent to all 
members of the Students’ Society. 


SOUTH AUSTRALIAN DIVISION 


Annual Christmas social 

On 7 December the annual Christmas social 
was held at the Ex-Navalmen’s Association 
Rooms, Adelaide. There were forty-five mem- 


Australasian Institute 


The result of the poll at the Extraordinary 
General Meeting of the Institute held in Mel- 
bourne on 23 January, 1956, to consider the 
ae orege for affiliation with the Australian 

ociety of Accountants was as set out in the 
table below. The affiliation proposal placed 


Total 
Members 


855 
550 
267 
119 
118 

22 


1,931 


Members 
Voting 


582 
896 
181 


State 

Vie and Tas. 
N.S.W. 

BM i. 

Qid. .... " a 
Unattached 


bers present; also present were members ¢ 

the Bivisional Council, Messrs. L. A. B 

dock, D. P. Williams, G. F. George and C. 

a+ sing and the State Registrar, Mr. J, 
ine. 


Future activities ; 
At the time of writing, lectures alre: 
planned for the next few months are as fok 
low: 7 February, the Annnal Shareholder# 

Meeting of Ezi-come Ezi-go Limited; 
February, a lecture on Monetary Theory 
Practice; 10 April, a lecture on taxation 1 
Mr. A. G. Kililmier of Jones & Killmier. Iti 
felt that these lectures will be of great int 
rest to students preparing for the examin 
tions in April and May. A lecture on 
counting and Auditing Stage 1 is also be 
planned. 


of Cost Accountants 


before members as a special resolution 
therefore lost. 


In view of the results of the voting & 
members, discussions with the Aus 
Society of Accountants will be continued. 


% of votes » 
in favour 


77% 
58% 
87% 
79% 
60% 
100% 


10.2% 


Number 
against 


136 
187 
23 


% Members Number 
Voting in favour 


68% 446 
712% 209 
68% 158 
81% 
71% 
10% 


69.5% 
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